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Managing Director, Far Eastern Economic Review 


2 I would like to invite you to subscribe to the new, monthly Far Eastern Economic 

© Review, a unique, Asia-based magazine of stimulating ideas and opinions. Building 

-on its history of more than a half-century of publishing in Asia, the new Review 
proudly showcases the works of thought leaders from across the Asian scene. 
Articles are original, independent and incisive and concentrate on key areas of 
business, economics and politics affecting Asia today and in the future. 


I am confident you will become a satisfied member of this forum for exchange of 
opinions and invite you to subscribe. 


Sincerely, 


Winnie Wong 
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. HE UNDERLYING THEME Of this issue is the lack of effective 

political institutions in Asian countries and across the region. 

The world’s attention and generosity has been focused on the 

region in the last month in the aftermath of the tsunami disaster. But 

while the money flowed in, the means to channel it into proper uses 
were found sorely lacking. 

As Stanley Samarasinghe writes from Sri Lanka, even putting aside 
the difficulties created by a civil war, the political structure is so cor- 
rupt and partisan that international supervision is essential. Likewise 
in Aceh, as James Van Zorge reports, the military is eager to prevent 
NGOs from gaining a foothold in a troubled province that is its highly 
lucrative fiefdom. 

However, it is Masaru Tamamoto who goes to the heart of the mat- 
ter, drawing the comparison between Europe’s institution-building 
after World War II and Asia’s feeble efforts to create regional forums 
for discussion. A large portion of the blame lies with Japan, which has 
the economic means to drive such a process. But, he says, it remains 
stuck in a fruitless debate between pacifists and those who favor a 
return to nationalism. __ 

Japan must find a way to emerge from its American-built cocoon 
in a way that is not threatening to those countries which were victim- 
ized by its militarist history. Asia’s other pressing task is to manage the 
peaceful rise of China. The solution, Mr. Tamamoto argues, is for the 
two to bind themselves together to form the political core of a new re- 
gional community, much as France and Germany did. This would not 
only pay dividends in terms of security, but it would offer a framework 
for advancing other agendas, such as economic integration and humani- 
tarian efforts. 

The death of Zhao Ziyang reminds us, however, that itis the Chinese 
Communist Party that must bear the largest share of the responsibility ` 
for Asia’s political fragmentation. It has resolutely refused to abandon 
dictatorship and resisted the global trend toward democracy and the 
rule of law. Because of its size, only China can serve as the keystone for 
an Asian community. Zhao’s failure to prevail on the Party to change 
is still inflicting huge costs on China and the region in terms of lost 
progress toward institution-building. 

In accordance with our new publishing schedule of 10 issues per year, 
we will publish the next issue of the REVIEW in March. Have a happy 
and prosperous lunar new year! 

: H.R. 
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First Reactions 


CONGRATULATIONS ON THE new month- 
ly REVIEW. I have just finished reading the 
premier issue and, while I will miss the 
more frequent editions of the old 
magazine, I found the in-depth articles in 
the new format to be impressive and 
informative. 

I understand from reading the letters 
in your premier edition that many of your 
long-time readers are not happy with the 
change. However, I for one am willing 
to give the new format a fair chance to 
provide the type of knowledgeable and 
in-context coverage of this important re- 
gion of the world. Keep up the good work 
and best of luck in the months ahead. 

Greg Wolf 
Anchorage, Alaska 


CONGRATULATIONS ON THE new format— 
Volume 168 No. 1. I understand the No. 1. 
But if the REVIEW was started in October 
1946, how do you arrive at 168 volumes? I 
am intrigued. 

I am arranging my subscription to the 
new-look REVIEW and look forward to 
reading it. 

Ron Ainsbury 
Sydney 


Terence Ho responds: Initially the REVIEW 
numbered its issues in two volumes per 


THE FAR EASTERN ECONOMIC REVIEW wel- 
comes letters to the editor sent via fax to (852) 
2834-5291, by E-mail to letters@feer.com or by 
post to GPO Box 160, Hong Kong. Submissions 
must include the author’s full name, address and 
daytime contact numbers. The REVIEW reserves 
the right to edit letters for length and clarity. 


year, then four volumes per year. In 1992, 
it switched to one volume per year. 


What Challenge? 


GARY [SIC] RODAN’S DECEMBER arti- 
cle “The Coming Challenge to Singapore 
Inc.” is filled with unsubstantiated and 
misleading statements about the Govern- 
ment Linked Companies (eLcs), which 
Hugo Restall echoes in his editorial com- 
mentary. 

GLCs are run commercially. Their man- 
agements are answerable to their boards, 
which in turn answer to shareholders, like 
any other company. They are subject to the 
same laws and regulations governing all 
companies, including the newly enacted 
Competition Law. They enjoy no privileg- 
es, nor does the government compel them 
to act against their commercial interests 
for political reasons. 

Most major GLCs are publicly listed. 
Their minority shareholders include lead- 
ing international fund managers and fi- 
nancial institutions. They follow the same 
disclosure and corporate governance rules 
as any other company listed on the Singa- 
pore Exchange. Major unlisted cLcs like 
PSA and Singapore Power also publish 
their financial statements. Internation- 
al financial journals like Asiamoney and 
The Asset regularly rate GLCs among the 
top Asian companies in terms of their fi- 
nancial transparency and good corporate 
governance. Where then is “the mounting 
friction over corporate governance” that 
Mr. Rodan alleges? 

Mr. Rodan cites an anonymous email 
which purported to list government offi- 
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A bouncer at the nightclub I frequent rarely 
uses his fists—hard power still underlies 


America’s capability to persuade in this world. 





cials involved in GLCs, to insinuate that the 

GLCs are a vehicle to further “the interests 

of the entire ruling elite.” Had he done his 

own research, he would have found that 

directors from the public sector make up 

less than 10% of the total directorship po- 
sitions in GLCs, far fewer than would have 

been justified by the share of the govern- 
ment’s interests. 

GCs have on their boards not only lead- 
ing Singaporeans from the private sector, 
but also eminent foreign directors such as 
Chumpol Nalamlieng, president of Siam 
Cement who is chairman of Singapore 
Telecom; Sir Brian Pitman, former chair- 
man and cEo of Lloyds TSB; Gail Fosler, 
chief economist of the U.S. Conference 
Board; and Narayana Murthy, chairman 
and chief mentor of Infosys Technolo- 
gies. Why should such people help Gics 
to become instruments of the People’s Ac- 
tion Party’s “social control and political 
dominance”? 

Mr. Rodan quoted one estimate that 
“Singapore’s external economy could be 
valued at five times its gross domestic 
product by 2020,” without any apparent 
sense of discomfort or contradiction. If 
the GLcs were as poorly run as Mr. Rodan 
maintains, how could this come about? 

The new REVIEW claims “to seek the 
most incisive and provocative commentary 
from Asia’s thought leaders.” Mr. Rodan’s 
article shows how sharply the REVIEW’s 
rhetoric and reality diverge, to borrow Mr. 
Restall’s phrase. 





Double Trouble 


I AM NOT much of a maths expert myself, 
but the calculation given. by Jonathan 
Anderson in his December essay “How I 
Learned to Stop Worrying and Forget the 
Yuan” doesn’t seem to add up. 
He claims that Chinese exports are 
“doubling every three years,” but if indeed 
they are expanding at a 35% annual rate, 
they would have grown by 146%, not 100%, 
after three years, 
Roger Decavele 
Hong Kong 


Jonathan Anderson responds: Chinese 
exports did (nearly) double over the last 
three years, and they increased at a 35% 
rate for the last 12 months. They have not 
been increasing at a 35% rate for the last 
three years, however—or else, as Mr. De- 
cavele correctly points out, they would 
have increased by much more than 100%. 


The Power and the Hypocrisy 


I TAKE ISSUE with Kishore Mahbubani’s 
statement in his December essay “Rehabil- 
itating America” that the United States of 
America “has conquered the world with its 
ideas, values and management systems— 
and not... with its military might.” 

As Mr. Mahbubani points out, “Space- 
ship Earth” has no pilot, or in other 
words a Hobbesian state of nature rough- 


Chen Hwai Liang ly describes our global predicament. The 
Press Secretary to Prime Minister Westphalian system of states placed our 
Republic of Singapore planetin a state of anarchy—the law of the 
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jungle prevailed, wherein the physically 
strong held sway over the weak. 

Our “Spaceship” has progressed im- 
mensely from this initial Hobbesian state, 
with liberal institutions like the United 
Nations evolving from the ashes of World 
War II and the development of networks 
of interdependence along social, econom- 
ic and even political lines. These new de- 
velopments have moved our international 
relations beyond the primordial state of 
nature, and global politics can no lon- 
ger be explained using primitive realist 
arguments. 

Nevertheless it would be foolhardy to 
assume that American soft power is in- 
trinsically effective. Personally, I am not 
be able to convince a nation to assume 
or accept my values; however, if I had an 
army of over one million troops, billion- 
dollar stealth planes and tactical nuclear 
weapons, I am certain my demands would 
become ever more compelling, even if the 
threat of my strength was not imminent. 
A bouncer at the nightclub I frequent 
rarely uses his fists, but if he softly tells a 
patron to leave, the latter will usually com- 
ply—hard power still underlies America’s 
capability to persuade in this world. 

Zubin Rada Krishnan 
Kuala Lumpur 


EVERYBODY HATES AMERICA not because 
of its pursuance of self interests. They hate 
America for its hypocritical double stan- 
dards while pursuing these self interests. 
These range from free trade (Multifiber 
Agreement expiry) to democracy (Iraq war 
and oil) to the environment (Kyoto Proto- 
col) to the War Crimes Tribunal (Ameri- 
can soldiers’ exemption) to human rights 
(Guantanamo Bay prisoners), and the list 
goes on. 

Americans preach these values to gain 
support to be the world’s policeman, but 
when the same rules work against their in- 
terests, they apply double standards to rid 


themselves of such obligations. All these 
have nothing to do with the end of the 
Cold War. Mr. Mahbubani has an inherent 
conflict of interest. He pulls his punches 
because he so badly wants Americans to 
buy his book. 

Howard Khoo 

Kuala Lumpur 


Observer, Not Ruler 


AS A PERSON who has followed closely 
the economic development of East Asian 
countries for the past 50 years, I was quite 
surprised to read your December editor’s 
letter calling me an “oligarch.” As I under- 
stand it, an oligarch is “one of the rulers in 
a government in which the power is vest- 
ed in a few persons or in a dominant class 
or clique.” 

As an American citizen, I have never 
been in the Philippine government. Many 
of the leaders in East Asia have often dis- 
cussed with me appropriate economic 
policy for poor countries with social and 
cultural background quite different from 
former colonial powers. But I am not aware 


. of any responsible person calling me an 


oligarch! 

My viewpoint has always been that 
solving poverty problems must be the 
first priority of any poor developing nation. 
When people are no longer hungry and are 
educated, democracy comes naturally and 
is sustainable. 

Ina poor country, Western political de- 
mocracy may slow economic growth, since 
projects to benefit the poor and long-term 
planning, particularly for needed infra- 
structure, have to go through a legislative 
body which is usually controlled by the 
upper class. 

I congratulate you on the first issue of 
the new REVIEW. 

Washington SyCip 
Manila . 
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Zhao Ziyang: 
Almost a Hero 


by Bruce Gilley 


LW a a d 


HAO ZIYANG represent- 
ed a moment in Chinese 

political development 

thatis both past and ever- 
present. He was the last 
ofa string of leading figures in the Chinese 

Communist Party who sought to make 

good on the democratic promises of the 

Party by leading a movement for change 

from the top. That opportunity is now lost, 
and change, if and when it comes, will bea 
much messier, compelled process. 





In another respect however, Zhao rep- 
resented a thread in elite political culture 
in China that persists and will hamper the 
consolidation of any democratic break- 
through. Unlike the heroic figures of other 
democratic movements in Asia and abroad, 
Zhao did not fight to the last, choosing in- 
stead to live by a gentleman’s agreement 
with his hardline captors, the very forces 
that his life had supposedly been devoted 
to overthrowing. 

This ultimate obeisance to the state 


and those in power is a historically rooted 

aspect of political culture in China that 

has prevented the development of a genu- 
ine counter-elite movement. Without such 

a movement, democratic prospects in Chi- 
na will remain dimmer than they might 
have been. 

Ofcourse, in recounting Zhao’s life it is 
important not to overlook all the good he 
did in helping to initiate economic reforms 
in Guangdong in the 1960s. Then in Sich- 
uan he lent further support to similar ex- 
periments ongoing there that became the 
basis for the nation-wide adoption of the 

“household responsibility system.” That al- 
lowed free enterprise in agriculture and 
created the necessary early success that 


' powered subsequent reforms. 


Zhao also deserves credit for leading 
the Party through a series of crucial ad- 
ministrative reforms in the 1980s. But the 


oo Mr. Gilley is a doctoral student in Chinese 
politics at Princeton University 
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passage to modernity in every country has 
multiple dimensions, the most important 
of which, empirical evidence shows, is the 
ability of the state to handle political dif- 
ferences, both within the elite and within 
society. 

Zhao and his fellow survivors inherit- 
ed a constitutional crisis from the Cultur- 
al Revolution. But they failed to resolve it, 
and it remains a veritable powder-keg as 
China’s society becomes more powerful. 
Zhao was one of the only figures with the 
social and political support to initiate such 
changes from the top. His failure owes in 
part to his own loss of fight for the difficult 
project. 

Zhao’s views are not in doubt. At the 
height of the 1989 Tiananmen protests he 
warned fellow Party leaders that they 
could not ignore the global wave of democ- 
ratization and should lead it rather than 
be led by it. 

“Democracy is a world-wide trend,” he 
told a Politburo meeting on May 1. “If the 
Party does not hold up the banner of de- 
mocracy in our country, someone else will, 
and we will lose out. I think we should 
grab the lead on this and not be pushed 
along grudgingly.” 

Even speaking in the wake of recent 
democratic breakthroughs in the Philip- 
pines, Taiwan, and South Korea, Zhao 
could not have foreseen how prophetic his 
words would prove. Within two years, 
communist regimes collapsed across Eu- 
rope and Central Asia, and in the coming 
decade democracy also won out in Indo- 
nesia, Tanzania and South Africa, to name 
a few. 

Zhao was also prescient in foreseeing 


that the democratic torch would pass out 
of the hands of the Party once he was 
purged and the demonstrations crushed. 
Since 1989, pro-democracy forces have set 
themselves resolutely outside of the con- 
fines of the Party—as evidenced by the 
short-lived establishment in China of the 
China Democracy Party in 1998, and in the 
mass vigils held in Hong Kong every year 
on June 4, 

Yet Zhao himself declined to follow the 
logic of his own words. When he said “we” 
will lose out, he was speaking as Party 
chief. But instead of distancing himself 
from that “we” after 1989, he clung tena- 
ciously to it by abiding by the constraints 
placed upon him. Amoral organizational 
discipline, not principled democratic aspi- 
rations, was Zhao’s final flawed legacy. 
The Party never became “they.” 

In many, if not most global democrati- 
zations, liberal reformers or elites had to 
literally put their lives on the line when 
hardline forces sought to arrest what they 
rightly saw as an irreversible slide towards 
democracy. Twice in the early 1990s, Rus- 
sian president Boris Yeltsin stared down 
the barrel of tank guns brought out by So- 
viet-era conservatives. Twice he came 
away with his life, and democratic reforms, 
intact. 

Others were less fortunate. Democrat- 
ic opposition leader Benigno Aquino re- 
turned to the Philippines in 1983 fully 
aware of the dangers of participating in 
the sham legislative elections planned by 
the Marcos regime for the following year. 
He was shot dead on arrival at the Manila 
airport, sparking the People Power revolu- 
tion that was the beginning of contempo- 
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Zhao Ziyang failed to follow the logic of his 
own beliefs. He was unable in the end to see the 
Communist Party as “they” rather than “we.” 





rary democratization in Asia. In 1985, then 
Taiwanese dissident Chen Shui-bian’s wife 
was crippled as a result of an attack by 
anti-democratic thugs. 

Zhao, however, lost his will to fight for 
democracy after 1989. He was, to put it 
plainly, a remarkable failure, to such an 
extent that one is tempted to consider a 
revisionist history of his reformist past as 
well. After all, the other putative reform- 
ers and moderates of communist China— 
Zhou Enlai, Deng Xiaoping, Hu Yaobang 
to name a few—had all taken enthusiastic 
part in the anti-Rightist movement of 1957 
and the subsequent Maoist collectiviza- 
tion drive that killed from 30 to 40 million 
poor peasants. The uncomfortable truth 
might be that only tried and true zealots 
make it to the top of the Party, no matter 
how gentle their persona. 

Yet history is not written by structures 
but by men. Zhao had a better opportunity 
than anyone else to break from cultural 
tradition and Party structure and become 
a hero. Instead, he conformed to the state- 
centered elite political culture used so 
effectively by the Party. So in his absence, 
the cause was taken up by those who 
had been close to him politically. 


Zhao’s secretary, Bao Tong, his chief 
political thinkers, Chen Ziming and Wu 
Guoguang, and friends like Zong Feng- 
ming continued writing in favor of politi- 
cal reforms, and facing harassment or 
jailings in China long after their mentor 
fell into a ghostly silence. Most of the 
photos of Zhao after 1989 had him sipping 
tea in a book-lined study or improving his 
shots on the golf course. This was a 
cruelly disappointing denouement to the 
life of a man who could literally have 
changed history. 


H 


likely to be much higher than they need 
have been as a result of the Party’s failure 
to “grab the lead on this and not be pushed 
along grudgingly.” No people can ask more 
of a person than Zhao gave. But they can 
ask more of those who might be called 
heroes. Zhao ultimately does not deserve 
that accolade. And without such heroes, 
China’s political backwardness will 


ISTORY WILL KEEP on rolling, 
of course. But the costs of dem- 
ocratic transition in China are 


remain the greatest risk to this emerging 
global superpower. = 
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After the Tsunami, 
How Japan Can Lead 


by Masaru Tamamoto 
Dron" Y 
HEN TOKYO OFFERED $500 million to help tsu- 


nami victims, its biggest package of natural disas- 


ter aid ever, the reaction of Peng-Er Lam of the 





National University of Singapore was fairly typical: 
“Japan’s assistance will help to reclaim certain diplomatic clout it had 
lost to China when Tokyo has to play catch-up with Beijing over free 
trade agreements with Southeast Asia.” 

However, while this may be a natural way to look at recent events, 
it actually obscures the real debate within Japan about how the coun- 
try can become a normal nation and exercise leadership. On one side 
are the nationalists, who see military deployments such as the tsu- 
nami relief effort as opportunities to re-accustom both domestic and 


foreign constituencies to the idea of Japan using its power to ad- 
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vance its self interest. On the other side there are the pacifists, who 
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The race for prestige between China and 
Japan could give way to a battle for hegemony. 





have not thought clearly about how Japan 
can find its own independent voice in in- 
ternational politics without abandoning 
its constitution. 

Missing is the idea of a new paradigm, 
in which Japan plays a valuable role by en- 
tering into a closer relationship with Chi- 
na and engendering a new notion of Asia, 
much as France and Germany did in 
Europe after World War II. Instead, there 
is a growing danger that what is today per- 
ceived as a competition for regional pres- 
tige over tsunami relief will escalate into 
a destabilizing battle for hegemony over 
the region. 

It’s certainly true that China does not 
have the resources to match the Japanese 
effort. And Sino-Japanese competition for 
economic leadership in Southeast Asia is 
one facet of regional politics today. But the 
tendency to see East Asian politics as a 
whole in terms of Sino-Japanese competi- 
tion is myopic. If policy makers in Beijing 
and Tokyo are driven by such empty com- 
petition, the future of East Asian peace 
and prosperity is in peril. 

States possess comparative advantages 
that can be used toward the general good. 
Cash-rich Japan can play a meaningful 
role in the tsunami relief effort. But Japan 
is relatively powerless when it comes to 
solving the North Korean question, which 
is where China holds leverage and plays a 
critical role—for geographic and historical 
reasons, and as the primary provider of 
North Korean energy. 

Meanwhile, ASEAN countries do not 


want to be beholden to the highest bidder. 
They are economically -and politically 
small countries, with memories of impe- 
rial victimization, mindful of the havoc 
big powers can wreak. They have been as- 
tutely playing China and Japan against 
each other whenever possible, seeking 
maximum gains from both. For further 
balance, there is the United States, which 
is not about to allow either China or Japan 
to dominate. And now ASEAN is reaching 
for closer relations with the European 
Union. 

The question for East Asia, therefore, 
is how to conceive of a world in which 
China and Japan both gain in power and 
stature, but the rise of one does not dimin- 
ish the other. 


The American Lens 


THE TENDENCY TO see East Asia in terms 
of Sino-Japanese rivalry is rather common 
and readily assumed. Where does it come 
from? There is the historical fact. During 
most of modern East Asia history, China 
and Japan were in conflict. Until 1945, 
China was the target of Japanese imperial- 
ism. After 1945, there was the Cold War 
divide. And there is the fact of strained 
diplomatic relations of late. The record of 
antagonism is real. 

However, perceptions of this rivalry 
are magnified because they often come to 
us through an American lens. Rachel 
Swanger of RAND talks of the binary na- 
ture of American policy toward Asia—if 
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China is ascendant, Japan must be descen- 
dent. The current perception is that Chi- 
na’s economic rise has put it in a position 
to supplant Japan both economically and 
diplomatically. 

It is hard to remember a moment when 
the United States treated China and Japan 
equally. In war and peace, the history of 
American East Asian policy has been about 
favoring one over the other. While the 
United States has had an ample number of 
Europeanists in academic and policy cir- 
cles, Asianists have been rare. Instead, 
American policy experts have tended to 
become either China specialists or Japan 
specialists, and there has been a strong 
tendency for the China specialist to adopt 
a Chinese view of Japan, and vice versa. 

More than the manner of American 
knowledge creation, there is the unwaver- 
ing American East Asian foreign policy 
doctrine. Since the beginning of relations 
with East Asia in the mid-19th century, 
the United States has successfully foiled 
any one country’s ambition to dominate 
East Asia—whether the contender be Brit- 
ain, Russia/Soviet Union, China or Japan. 
When war broke out between Russia and 
Japan in 1904 for regional supremacy, the 
United States sided with Japan, the per- 
ceived weaker power. It was soon after 
the surprise Japanese victory that the 
United States drew up its first war plan 
against Japan. 

In other words, there is an ingrained 
habit of thinking that says it is in the Amer- 
ican interest when the strongest East Asian 
country is descendant, and the weaker an- 
tagonist is ascendant. It is straightforward 
balance of power thinking. When in the 


1980s, economically robust Japan tried to 
launch an East Asian Economic Commu- 
nity, the United States was quick to snuff 
it out. Now there is concern in America 
that dynamic and economically successful 
China may pose a threat to American 
national interest several decades hence. 
The cheer heard in America when Japan 
“showed up” China in the tsunami-relief 
effort fits the pattern. 


Japan’s $500 Million Logic 


TWO DAYS AFTER the tsunami struck, on 

December 28, Japan announced a $30 mil- 
lion aid package, double the American of- 
fer. Japanese diplomats prided themselves 

on their quick action, mindful of past crit- 
icisms for slow decision-making. But just 
three days later, the United States raised 

its offer to $350 million and, more perti- 
nent to Japanese calculations, China 

announced an offer of $63 million. Japan 

then upped its offer to $500 million. 

At this point, there was scant informa- 
tion on the extent of the devastation and 
what sorts of relief and reconstruction 
efforts were needed. What was the logic 
behind the $500 million figure? 

First, the sum was to be a quarter of 
the world’s total pledge. Policy makers 
had in mind Japan’s current bid for a 
permanent seat in the United Nations 
Security Council. 

As a matter of prestige, Japan’s offer 
had to be bigger than the American one, 
because it was an Asian disaster. And this 
time there was no danger of offending the 
United States, for the increase was prompt- 
ed in part by Washington—and Washing- 
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Sino-Japanese relations are so strained, for three 


years their heads of state haven’t exchanged visits. 





ton was about to launch a military rescue 
and relief operation on a scale no other 
country could match. 

Also, the Japanese government decid- 
ed that its contribution would be an order 
of magnitude greater than the Chinese, 
that it would seize the moment to impress 
the countries of the region that Japan is 
the dependable power in Asia. There was 
an element of childish rivalry at work, ad- 
mitted one official. Japanese policy mak- 
ers were convinced that the money would 
positively transform their country’s im- 
age in the region and lead to a pay-off in 
better relations. 

However, the Thai government de- 
clined the Japanese offer of $20 million, 
saying that the money should be sent to 
countries with greater need. Indonesia de- 
clared on January 12, before Japanese 
troops could even arrive, that all foreign 
troops should leave within three months. 

Japan organized its largest foreign 
military deployment since 1945, compris- 
ing approximately 1,000 troops, five heli- 
copters, a couple of cargo planes and three 
ships. Tokyo is in the process of formal- 
izing rescue and relief operations abroad 
as one of the military’s primary duties. 
Portraying the military as a relief organi- 
zation is an established trope at home. 
The tsunami disaster was a chance to sell 
the same idea abroad. 

Japanese Defense Minister Yoshinori 
Ohno stole a march on his troops by tour- 
ing Southeast Asia. In Singapore, he 
stressed that the safety of the Malacca 


Strait is vital for Japan so dependent on oil 

shipments from the Middle East. His Sin- 
gapore counterpart coolly responded that 

keeping the Strait safe is the task for adja- 
cent countries. The Malaysian defense 

minister simply denied that there is a Chi- 
nese military threat when the Japanese 

tried to make the case. On the way home, 
Mr. Ohno stopped in Seoul, only to be told 

that the Japanese military should concen- 
trate on territorial defense. It turned out 

that $500 million was not as fungible as 

Japanese policy makers had hoped. While 

there are linkages, international relations 

is increasingly functionally differentiated. 
Just as a trade dispute over bananas is re- 
ally about bananas, humanitarian aid is 

just that, humanitarian aid. 

With the promise of the largest imme- 
diate cash donation of any country, Prime 
Minister Junichiro Koizumi attended the 
January 6 Jakarta conference of major aid 
donors and relief organizations. There, Mr. 
Koizumi and Chinese Premier Wen Jiabao 
could barely manage a few pleasantries as 
they walked past each other. Sino-Japa- 
nese diplomatic relations have been so 
strained of late that for over three years 
now their heads of state have not been able 
to visit each other’s capitals. A couple of 
days after the Jakarta conference, Beijing, 
citing inadequate preparation, indefinitely 
postponed a meeting of senior members of 
the Chinese and Japanese ruling parties. 
The cancellation and the brief scene in 
Jakarta were indicative of the prevailing 
climate of Sino-Japanese diplomatic rela- 
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tions, unsurprising and not news. 


Cultivated Ignorance 


AT THE MOMENT, Japan does not have a 
workable formula to maintain the security 
relationship with the United States and 
foster cordial relations with China. A more 
ambitious Japan seeks to gain a permanent 
seat in a reformed United Nations Secu- 
rity Council, but the credibility of such a 
bid is diminished by Tokyo’s strained re- 
lationship with neighboring China, a per- 
manent seat holder. A Chinese argument 
against inviting Japan to the Security 
Council is not entirely without merit: Why 
should the Council allocate a second 
American vote? Japan holds a fat check- 
book, but it is not clear what sort of politi- 
cal ideas and values it wants to promote. 
This is a reflection of the way status- 
conscious Japanese society functions— 
form precedes and often substitutes for 
substance. 

Since its utter defeat in World War II, 
Japan has not thought seriously about in- 
ternational politics, except for the rela- 
tionship with the United States. U.S. 
military protection and Japanese willful 
subordination to American political lead- 
ership have allowed Japan to live ina state 
of cultivated ignorance about the harsh- 
ness of international politics. Now the Jap- 
anese political class wants to shed such 
ignorance and begin to engage more fully 
in international politics. But Japan is sim- 
ply out of practice. 

This Japan is concerned about re-es- 
tablishing statehood. Today’s dominant 
political and intellectual voices deem that 
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Japan had ceased to be a state after World 

War II. The argument is simple: Recovery 
of statehood means reacquiring the right 

to use force as an instrument of state pol- 
icy. In a sense, the rise of such thinking is 

understandable. After all, Japan is maneu- 
vering between the United States and Chi- 
na, two countries that are extremely 

sensitive about sovereign statehood, and 

whose policies are driven by the equation 

of sovereignty and national security. 

The Japanese quest for statehood 
means the ability to engage in collective 
security policy with the United States— 
Japanese soldiers fighting alongside Amer- 
ican GIs. Already, there are 600 Japanese 
ground troops in Iraq as part of the “coali- 
tion of the willing”—although these sol- 
diers stay put inside their isolated fortress, 
since their primary mission is to be there 
and not get killed. This is the first time 
since 1945 that Japanese soldiers have ven- 
tured into a war zone. 

The Japanese government correctly 
fears that Japanese casualties will turn 
public opinion against its plan to recover 
statehood. The Iraq expedition is a viola- 
tion—a de facto revision—of the pacifist 
constitution, authored and imposed by the 
American army of occupation some 60 
years ago. 

Notwithstanding the Japanese pitch to 
sell the military as an international rescue 
force, soldiers are essentially warriors, 
and the time will come when they fall in 
battle. A Japan of cultivated ignorance, 
where patriotism has been suspended, 
does not have a way to honor their deaths, 
which leads to Prime Minister Koizumi’s 
obsession with reviving the cult of Yasu- 
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kuni, a Shinto shrine in central Tokyo. At 
Yasukuni, the spirits of all fallen Japanese 
soldiers since the founding of modern Ja- 
pan in the mid-19th century are enshrined, 
including those executed as class-A war 
criminals by the allied powers following 
World War II. And Yasukuni has famously 
become the point of contention between 
China and Japan—a symbol of deteriorat- 
ing relations. 

Prime Minister Koizumi, who ordered 
the troops to Iraq, has been adamant about 
Yasukuni. He contends that it is a sover- 
eign issue, an internal matter, and not a 
legitimate concern of China or any other 
country—an ironic echo of the argument 
China makes on many delicate questions. 
Mr. Koizumi remains deaf to suggestions 
that a new cenotaph representing a new 
Japan ought to be constructed. His brand 
of nationalism, couched in terms of tradi- 
tion, seeks to re-establish continuity in 
Japanese statehood that was hobbled by 
military defeat and decades of cultivated 
ignorance. The nationalistic blind ob- 
scures the simple fact that national secu- 
rity is a relational matter. Would it be too 
much to ask of a statesman how antagoniz- 
ing a neighbor contributes to national in- 
terest and security? 

The business community is clearly not 
pleased with the government’s handling 
of China. While the overall economy re- 
mains deflationary, corporate profits have 
begun to surge, thanks in large part to 
Chinese demand. During the recent years 
of icy Sino-Japanese diplomatic relations, 








Koizumi’s brand of nationalism, couched in terms of 
tradition, includes reacquiring the right to use force. 
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paradoxically, China has replaced the 
United States as Japan’s largest trading 
partner. Keidanren, the largest association 
of Japanese corporations, has counseled 
caution to the prime minister. 


Remilitarization of Politics 


AFTER TWO DEVASTATING wars, France 
and Germany together imagined an idea 
of Europe. Demilitarization and denation- 
alization of politics are two central no- 
tions of the European Union. Sovereignty 
is no longer the primary concern; they 
have become “post-modern” states with 
open borders and a unified currency. So 
much has changed in Europe’s mindset 
that there are European writers who even 
refer to the World Wars I and II as Euro- 
pean civil wars. 

Demilitarization and denationalization 
of politics fit the Japan of cultivated igno- 
rance—a pacifist constitution, strict limi- 
tation of its military to territorial defense, 
prohibition on the export of arms, and oth- 
er self-imposed restraints on sovereign 
rights recognized by international law. 
The end of the Cold War could have been 
the opening for Japan to start spreading 
such values in Asia, if only the immediate 
post-Cold War talk in America of a “peace 
dividend” had lasted. But the subsequent 
series of events—the first Iraq war, the 
break-up of Yugoslavia, 9/11, Afghanistan 
and the second Iraq war—has shifted the 
United States from internationalism to 
unilateralism. It is becoming a self-con- 
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scious hyper-power, knowing only to trust 
its own prowess, ever vigilant of its sover- 
eignty. The America of the Patriot Act 
would dictate to the world, if you are not 
with us, then you are against us. 

Japan certainly was not about to turn 
against the United States. There is no re- 
alistic option for Japan today but to adhere 
to the U.S.-Japan security treaty. Over the 
decades, the security treaty has become 
Japan’s highest source of authority, stand- 
ing above the constitution—the functional 
equivalent and successor to the pre-1945 
emperor, “sacred and inviolate.” The 
Koizumi style of nationalism is only pos- 
sible with American encouragement. 

During the Cold War, in essence, Japan 
provided its territory as an American mil- 
itary base, and the United States guaran- 
teed Japan’s security, while Japan incurred 
no military obligation. With the first war 
against Iraq, coming immediately after 
the end of the Cold War, the United States 
began to demand of Japan a greater secu- 
rity role. Japan provided $13 billion to the 
allied war effort to oust Iraq from Kuwait. 
Then the Japanese government wrote a 
new law permitting its soldiers to venture 
abroad as blue-helmeted United Nations 
peacekeepers, and they went to Cambodia, 
Somalia, Mozambique and the Golan 
Heights. Now Japanese soldiers are in Iraq 
without United Nations cover. And Wash- 
ington has begun to talk of transforming 
the U.S.-Japan security treaty into a plat- 
form for Japan to join the United States in 
the war against global terrorism. 

China has made clear that the United 
States should stick to the original intent of 
the security treaty—to use the Japanese ar- 
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chipelago as a forward military base and 
to check the remilitarization of Japan. Chi- 
na is wary of the new American intention 
to use a remilitarized Japan to foil future 
Chinese military ambitions and, concrete- 
ly and presently, to deter China from mak- 
ing a military move toward Taiwan. 


Misgivings 

IT 1S QUITE reasonable that Japan, the sec- 
ond wealthiest country in the world, 
should contribute to global security. By far 
the most important contribution Japan 
can make toward international peace is 
the establishment of a solid and peaceful 
relationship with China. 

China is in the midst of groping to de- 
fine its place in the world, learning the 
rules, and testing possibilities and limits— 
for instance at the World Trade Organiza- 
tion. For now, Japanese militarization—in 
the name of collective security, humani- 
tarian relief or sovereign right—danger- 
ously erodes Sino-Japanese relations. On 
the thorny question of Taiwan, the Amer- 
ican posture and presence in Asia based on 
the U.S.-Japan security treaty is opera- 
tionally sufficient. If the present American 
arrangement is not capable of deterring 
China from making a move toward Tai- 
wan, it is hard to imagine how a more for- 
ward and active Japanese participation 
can do any better. Moreover, it is clear that 
a Japan seeking an enhanced military role 
makes China more intransigent on Tai- 
wan. The specter of a militarily active Ja- 
pan fuels China’s vision of recovering past 
greatness, the very element of Chinese 
pride the world would like to see tamed. 
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The most important contribution Japan can make 
to peace would be a solid relationship with China. 





From the vantage point of Japan, I am 
concerned about the climate of opinion in 
the political and intellectual classes pro- 
pelling the remilitarization of Japanese 
politics. There is hardly any opposition. 
The exceptional defense of constitutional 
pacifism comes from a very strange mix of 
sources, the emperor and the socialist and 
communist parties, but the emperor’s 
voice carries no political weight, as stipu- 
lated by the very constitution he defends, 
and the leftist parties are of negligible sig- 
nificance in parliamentary politics. The 
dominant talk is rightist and nationalist, 
about writing a new constitution, becom- 
ing a normal state and sovereignty—ideas 
deemed taboo for so long after 1945. The 
rightist dominance is eerie because of the 
sudden silence of the constitutional de- 
fenders, whose voices had been main- 
stream for most of the post-1945 decades, 
even in the ruling Liberal-Democratic 
party that now spearheads the rightist 
turn. Consequently, there is no real debate 
and no sense of measure and balance. 

The silence of the constitutional de- 
fenders is evidence that Japan had not 
been thinking seriously about internation- 
al politics. They never articulated the 
shape of an active foreign and security 
policy based on pacifist principles. They 
had assumed a perpetual American shield 
against the harshness of international pol- 
itics. In this sense, the rightist critique of 
constitutional defense as “pacifism in one 
country” is apt. But the newfangled right- 
ists, too, come from the same unthinking 


mold. Too many rightists wishfully and 

bravely speak of constructing a more equal 

partnership in which Japan can begin to 

influence American grand strategy. Brit- 
ain’s Tony Blair-could readily attest to the 

delusion of such bravado. 


An East Asian Identity? 


CONFERENCES ON EAST Asian politics, se- 
curity and economics abound. Almost al- 
ways they include a discussion of Asian 

regionalism. Acronyms are tossed about— 
ASEAN, ASEAN+3, ARF, APEC, ASEM, EAC. 
Then speakers admit that the acronyms do 

not yet represent solid institutions, a set of 
binding rules, that the acronyms point to 

what are still fora for dealing with issues 

on an ad-hoc basis. It is not uncommon to 

hear officials and thinkers, straining to 

discover a basis for Asian unity, cite with 

great seriousness the fact that Asia shares 

a culture of using chopsticks. 

There are no shared Asian values. 
There is neither Asian community nor 
Asian regionalism. Asia is just a geograph- 
ic denomination. To the extent there is a 
community, it has no peculiarly Asian 
foundations. It is capitalism and bourgeois 
life that bind. Membership in the commu- 
nity hinges on the degree of middle class 
development and interaction within glob- 
al capitalism. Laos and Myanmar, which 
do not even have functioning commercial 
laws, hardly qualify for membership. 

Still, there are solid arguments for 
constructing regional institutions. The 
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acronyms cited above are such initiatives 
and, interestingly, most of them originate 
in Southeast Asia. Superimposing what is 
happening in Asia onto Europe after 1945, 
it is as if the Benelux countries took the 
initiative to persuade France and West 
Germany to imagine a European commu- 
nity. China and Japan, Asia’s France and 
Germany, together ought to be taking the 
initiative in community building. Over the 
long run, China and Japan need each oth- 
er to deal with critical problems. 

Japan’s problem is its ageing popula- 
tion and low birth rate. Within a span of 
30 years, between the years 2000 and 
2030, the working population will de- 
crease by 20%, given present trends. Men 
will begin to work longer years; more 
women will join the workforce, further re- 
ducing the birth rate. 

But in the end, immigration of white- 
collar workers is the only solution. And it 
is China that can provide an adequate 
number of educated, Japanese-speaking 
workers~as residents, raising families. 
Much is made of the insularity of the Jap- 
anese, but suffice to note, about 5% of all 
marriages.in Japan are already interna- 
tional, most of them to other Asians. 

China’s problem is ensuring political 
stability—whether it can continue to cre- 
ate sufficient wealth, and whether the gov- 
ernment has the ability and will to 
redistribute that wealth to ameliorate cur- 
rent vast income differences. China’s GDP 
may be large, but it is still a poor country 
in per capita terms. Economic cooperation 
with richer Japan would bring consider- 
able benefits. Economic integration will 
enhance efficiency and productivity. One 


idea is to selectively integrate the richer 
pockets of China with Japan, creating spe- 
cial economic zones. 

The goal is a China whose per capita 
income approximates Japan’s. In the pro- 
cess of achieving this goal, borders will be- 
come more porous and eventually open, 
between China and Japan as well as be- 
tween most other countries in the region. 
Consequently, sovereignty will tend to lose 
meaning. Taiwan will become a non-issue. 
Japan and China will become equal for the 
first time and, in a sense, one and part of a 
larger global whole. 

It is hard'to imagine how an economi- 
cally successful China so enmeshed in 
global capitalism will threaten the very 
system that made it rich and middle class. 
Bourgeois success tends to diminish mili- 
tary efficacy in international relations. In 
the long run, the Chinese threat to the 
United States, Japan and the world comes 
from an economically faltering China, not 
a prosperous, self-confident China. 


HIS NEW PARADIGM will 

require a change in thinking in 

Beijing just as much as in 
Tokyo. But the first step should come from 
Japan. A disaster like the tsunami offered 
an opportunity to break the diplomatic ice 
and coordinate a response that utilized the 
two countries’ respective strengths. 
Instead, the Koizumi administration once 
again played into the idea of a competition 
for regional leadership. Japan sorely needs 
a national discussion on how to address 
a rising China if it is to end this self- 
defeating policy. W 
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- China’s Looming 
Labor Shortage 


by Dali L. Yang 





INCE THE REFORM 
era began, one of the 
Chinese government’s 
primary concerns has 
been the creation of 
enough new jobs for the young people 
reaching working age and those mem- 
bers of older generations who were laid 
off from money-losing state enterprises. 





Today, however, China is entering a new 
phase. The peak of new entrants to the job 
market is passing, and the population is 
beginning to age rapidly. This brings new 
challenges, but it also means that some of 

the problems that China-watchers now 
rate as grave will begin to recede. 

Beijing started promoting family plan- 
ning in the 1970s, culminating in the prom- 
ulgation of the one-child policy in 1979. 
Partly in response to this Draconian 
program and socio-economic changes, 
China’s total fertility rate declined precip- 
itously, and by the 1990s, it had dropped 
below the replacement level. It is only 


BOOM AND BUST 
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because of an equally dramatic improve- 
ment in longevity that the country’s 
population has continued to increase 
until now. 

As the population pyramid for 2005, 
shown nearby, indicates, the age structure 
of Chinese society is presently dominated 
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by people of working age (15-64). Thus the 

country’s current difficulties in providing 
employment, compounded by the strains 

of state sector reforms, are in large mea- 
sure a byproduct of the baby booms prior 

to the 1980s. The huge influx of new en- 
trants to the labor force has served to de- 
press wages for workers not only at home 

but all over the world. 

The current demographic shift is 
already having an effect, however. Helped 
by a booming economy, recovering agri- 
cultural prices and lower agricultural 
taxes, the supply of migrant labor from 
rural areas is tighter than it has ever been 
in the reform era. Take the Pearl River 
Delta region in Guangdong province, a 
bellwether because of its huge migrant 

labor population. According to an esti- 
mate by the Guangdong provincial 
government, the number of migrants in 
Guangdong reached 21.3 million in Febru- 
ary 2004. One out of every three jobs in 
Guangdong is held by someone whose 
“household registration” is elsewhere, 
mostly migrants from the countryside in 
China’s interior. Yet in 2004, the region’s 
factories, especially the assembly lines 
that demand long work hours and offer the 
lowest pay, experienced difficulties 
recruiting migrant workers. 

This came as a surprise to the many ob- 
servers who considered China’s labor sup- 
ply inexhaustible, particularly since the 
Ministry of Labor and Social Security still 
reports a surplus of labor nationally. But 
assuming relatively stable economic 
growth, demographic trends predict that 
the supply of entry-level. low-skilled in- 
dustrial workers will now start to shrink. 


As the number of new 15-year-olds steadi- 
ly declines over the next 15 years or so, this 
will translate into more bargaining power 
for those entering into the labor force in 
the future. It also means that those who 
lose their jobs in middle age and beyond 
will stand a better chance of finding new 


employment. 
HINA’S REFORM AND opening 
C coincided with the arrivalin the 
labor force ofthe huge age cohort 
born in the 1960s and ’70s. First there was 
a surge in births following the Great Leap 
famine (1959-61), and then an echo boom 
as that generation reached child-rearing 
age. As these two bulges in the population 
pyramid rumbled through, they served to 
diminish the bargaining power of each in- 
dividual worker, even as employment op- 
portunities in the export-processing and 
service sectors grew steadily. 

This was particularly disadvantageous 
for the 15- to 19-year-olds joining the labor 
force in the early 2000s. As a result of la- 
bor supply and demand as well as govern- 
ment connivance, many workers in the 
export processing sector, particularly mi- 
grant laborers working in coastal provinc- 
es, have had to live with very low pay and 
abysmal working conditions. That’s why 
China’s inequality indices have continued 
to increase despite the availability of em- 
ployment opportunities for migrant labor 
from inland areas. 

Moreover, scholars such as Anita Chan 
and Dorothy Solinger as well as human 
rights organizations have conducted a 
growing number of studies documenting 
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Demographics predict that the supply 
of entry-level industrial workers will shrink. 





infringements of labor rights, particularly 
the rights of migrant workers. These stud- 
ies, confirmed by Chinese reporting, 
showed that migrant workers have not 
been treated as citizens in the host cities in 
which they found work. They frequently 
do not receive their pay on time, are most- 
ly excluded from retirement and health 
benefits, and their children have difficulty 
obtaining public education. In some sense, 
labor rights activists have it right that 
much of China’s economic boom has been 
built on the exploitation of cheap labor. 
Not that the Chinese government 
hasn’t paid attention to labor rights. A vis- 
it to the Web site of the Ministry of Labor 
and Social Security (www.molss.gov.cn 
www.molss.gov.cn) reveals a large number 
of government laws, regulations and poli- 
cy documents, many of which are designed 
to protect the interests of workers. In real- 
ity, however, government regulations on 
labor protection are honored in the breach. 
Local authorities in charge of labor regula- 
tion, eager to compete for investment from 
overseas and sometimes subverted by cor- 
ruption, appear more interested in pro- 
tecting the interests of capital. In 
Dongguan, workers in shoemaking facto- 
ries often work in cramped quarters for 
more than 10 hours a day, endure substan- 
tial pollution and make only about $50 per 
month. The most egregious cases of abuse, 
widely reported in Chinese newspapers 
such as Southern Weekend, occur in the 
numerous private coal mines where mine 
operators reap profits through the steady 








sacrifice of lives they deem expendable. 

In the last few years, Beijing has made 
some improvements in the regulation of 
working conditions. Pro-rural policies in- 
clude a phasing out of the agricultural tax, 
a major investment program to reduce the 
price of power for rural residents, a mas- 
sive drive to help migrant workers claim 
back wages, assistance for the education 
of migrant workers’ children, and a poten- 
tially substantial program to provide wel- 
fare for rural residents who have followed 
the government’s birth-control programs. 

To some extent, these policies, particu- 
larly those that help boost rural incomes, 
may have had the effect of keeping some 
potential migrant laborers from venturing 
into the cities. That, in turn, may have 
tipped the supply-demand balance for mi- 
grant labor in the Pearl River Delta. In the 
first half of 2004, buoyed by higher grain 
prices and reduction in the agricultural 
tax, rural personal income recorded its 
fastest rise since 1997. 

In response, some employers in the 
Pearl River Delta have already started to 
offer more attractive benefits—including 
better pay and improved living condi- 
tions—in order to retain and attract work- 
ers. The increase in migrant-labor wages 
is beginning to make up for the stagnation 
of recent years. Most interestingly, those 
cities such as Shanghai and Tianjin that 
have adopted measures to improve educa- 
tional access for the children of migrant 
workers in addition to better work and pay 
conditions have not suffered from the 
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“shortage of migrant labor.” Some of the 
major employers in Guangdong already of- 
fer a substantial pay premium plus health 
care and social security benefits. 

Down the road, the competition among 
cities and factories for a dwindling supply 
of young migrant workers thus has the po- 
tential to improve labor-rights protection. 
Indeed, labor authorities in Guangdong, 
which accounted for an estimated 40% of 
the back pay cases in China in 2003, last 
year began more vigorous promotion of 
measures to protect the rights of migrant 
workers. Among the new measures being 
considered: removal of extra education 
charges for children of migrant workers, a 
new permanent residency policy for mi- 
grant workers who have lived in Guang- 
dong for five years and have legitimate 
businesses, and special bank accounts for 
construction workers to help protect them 
from unscrupulous employers. In the. 
meantime, some companies have begun to 
move farther inland to provinces such as 
Hunan and Jiangxi in search of a stable 
supply of cheap labor. While this has yet to 
become a major phenomenon, it could help 
alleviate the income disparities between 
coastal regions and the interior. 


S 


However, because the fertility rate has de- 


O FAR, CHINA has benefited ec- 
onomically from a comparative- 
ly young population structure. 


clined and life expectancy has increased, 
Chinese society is ageing quickly. By the 
middle of the 21st century, the median age 
is expected to reach 45 years, just like that 
of the developed world (North America, 


Japan, Europe and Australia/New Zea- 
land). Most remarkably, whereas it is tak- 
ing 100 years (1950-2050) for the median 
age in the developed world to rise from 29 
to 45 years, China is expected to make the 
same transition in about half the time. 

This transition presents a major chal- 
lenge even for governments of wealthy 
countries. The pay-as-you-go pension 
schemes found in the largest ozcD coun- 
tries are already unsustainable. For China, 
the situation will be even more dire. The 
country might become the first developing 
country to grow old before it becomes 
prosperous, leaving many millions of se- 
niors in poverty. 

The conventional measure of an ageing 
society is the old-age dependency ratio, 
which is the ratio of the population aged 65 
years and older to the population aged 15- 
64. Given present policies on retirement 
age, however, the old-age dependency ratio 
is not an appropriate measure for China. 
The State Population and Family Planning 
Commission has issued its own forecasts, 
using the percentage of the population aged 
60 and older. The sprrc forecasts that this 
percentage will increase to about 31% in 
2050 from 10% in 2000. In absolute num- 
bers, the number of elderly will jump to an 
astounding 355 million in 2030 and 450 
million in 2050 from 133 million in 2001. 

These astronomical numbers call for 
immediate measures to improve China’s 
rudimentary welfare system. Given how 
politicians work, however, it is unlikely 
that they will treat the issue with the ur- 
gency required until they are forced to do 
so. In the end, a combination of measures, 
including tax increases, curtailment of so- 
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The competition for a dwindling supply of young 
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cial welfare programs and the raising of 
the retirement age, will have to be adopt- 
ed. The current birth planning policies 
will also need to be relaxed to allow for a 
higher population growth rate. 

T usually brings one benefit, a de- 
` cline in the crime rate. However, 
China may not fully enjoy this blessing. Its 
crime rate is already low by internation- 
al standards, but the growing imbalance 
in the sex ratio could create instability. 

There is broad agreement among 

demographers that implementation of 
China’s Draconian population-control 
policy has further enhanced the pre-ex- 
isting social preference for males, leading 
to a significant rise in the ratio of baby 
boys to girls. Chinese demographers have 
researched the causes of the reported rise 
in sex ratio since the mid-1980s, including 
female infanticide, underreporting of 
females, and the selective abortion of 


female fetuses with the aid of the ultra- 
sound machine and amniocentesis. There 


HE AGING OF a population 


is now broad agreement that sex-selective 
abortion has become the predominant 
factor behind the sustained rise in the sex 
ratio. 

Psychologists have long known that 
acts of violence tend to be perpetrated by 
15- to 30-year-old males. In China, 95.6% 
of the prison population in mid-2003 was 
male, according to data from the Prison 
Administration Bureau. Marriage and fa- 


therhood are associated with lower testos- 
terone levels in males, thereby decreasing 
the likelihood that a father will engage in 
competitive behavior. 

The higher propensity of single males 
to commit crimes raises a disturbing spec- 
ter given the millions of Chinese men who 
won’t be able to marry. In a comparative 
study focused on Muslim countries, Ste- 
ven Fish found that most have sex ratios 
skewed toward males, large literacy gaps 
between men and women, and low partic- 
ipation by women in government. These 
indicators of female subordination, also 
found in China and India, correlate strong- 
ly with authoritarianism. Mr. Fish noted, 

“If conditions in India may darken the 
prospects for the endurance of democracy, 
those in China may undermine possibili- 
ties for its emergence.” Likewise, Valerie 
M. Hudson and Andrea M. Den Boer, 
drawing on the broader literature, argue 
that high sex-ratio societies are “govern- 
able only by authoritarian regimes.” Most 
provocatively, they contend that the gen- 
der-skewed societies of China and India, 
characterized by “a disproportionate num- 
ber of low-status young adult males,” could 
threaten not only domestic stability but 
also international security. 

Last year, the State Population and 
Family Planning Commission formally an- 
nounced that China’s sex ratio at birth had 
by the 2000 census reached 117 boys to 100 
girls, compared with the normal range of 
103-107 to 100. In some provinces, includ- 
ing Jiangxi, Guangdong and Henan, the 
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sex ratio at birth exceeded 130. This was 
up dramatically from the 1990 census birth 
sex ratio of 111 to 100 and the 1982 census 
ratio of 108.5 to 100. The Chinese press has 
widely reported that, if current trends per- 
sist, there will be 30 million to 40 million 
males who won’t be able to marry. 

Demographic historians such as James 
Lee suggest that China has long had a 
skewed sex ratio and thus the current 
trend may not be that worrisome. Yet there 
is growing concern among Chinese policy 
makers about gender imbalance. Speaking 
at the 2004 central symposium on popula- 
tion, resources and environment, President 
and Communist Party General Secretary 
Hu Jintao stated that redressing the unbal- 
anced sex ratio at birth would be a major 
task for the Chinese government and gave 
his imprimatur to a State Population and 
Family Planning Commission program of 
using positive inducements to promote a 
more balance. 

Assuming moderate success in the im- 
plementation of these measures, the prob- 
lem of surplus males could be an issue of 
limited duration. Such temporary gender 
imbalances, such as in mainland China in 
the mid-1960s and Taiwan in the 1950s, 
resulted in a serious marriage squeeze for 
males but did not produce major social 
and political consequences. Nonetheless, 
the surplus male population in China (and 
India) is particularly large and will be re- 
flected in various social behaviors, some 
of which, such as the trafficking in wom- 
en, are already troubling. It will prompt 
local governments to adopt measures to 
help males find marriage partners and 
perhaps even prompt society to show 








more tolerance for homosexuality and 
prostitution. 

However, even with these measures, 
the skewed sex ratio is already bound to 
be pronounced and its effects far-reaching. 
The imbalance created since the 1980s will 
begin to haunt China shortly as the men 
born after 1985 reach the age for courtship 
and marriage. According to Zhang Weiq- 
ing, minister of the State Population and 
Family Planning Commission, even if the 
new initiatives being taken are effective, 
there will still be 24 million more males 


than females by 2020. 

N destabilizing influence arising 

i from the skewed sex ratio 
should be counteracted by the aging popu- 
lation. Moreover, the fact that in the last 
two decades China has already passed 
through a difficult economic transforma- 
tion should give us hope. 
Disruptive socio-economic reforms— 


ONETHELESS, THE potentially 


economic diversification, greater popula- 
tion mobility, and rapid downsizing of the 
state sector—in conjunction with a large 
cohort of youths have provided fertile 
ground for criminal activities and made 
the Chinese polity more prone to authori- 
tarianism. China is fortunate to have run 
this demographic gantlet and come out 
with significant economic momentum. As 
the dislocations of reform fade and the 
population ages, Chinese society should 
become calmer and perhaps tamer, though 
perhaps no less dependent on government 
intervention when it comes to provisions 
for the elderly. = 
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Reshaping 
the WTO 


by Jagdish Bhagwati 
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N JANUARY 17, the di- 
rector general of the 
World Trade Organiza- 
tion Dr. Supachai Pa- 
nitchpakdi released a 
report by a small expert group consisting 
of eight members, of which I was one. Dr. 
Supachai had commissioned the group in 
June 2003 to offer an analysis of the wTo’s 
working in the past and to offer a blueprint 
of where we ought to take the institution 
in the future. 

The timing of the report could not be 
more appropriate. First because 2005 
marks the 10th anniversary of the wTo. 
More importantly, the Doha Round of 
multilateral trade negotiations is at a crit- 





ical juncture. Several of the contentious 
issues are intimately related to the scope 
and functioning of the wTo, and also to 
the proposition that the freeing of trade 
makes sense for all members of the wTo. 
In addition, when Dr. Supachai’s successor 
takes up the reins in September, he will 


need all the guidance he can get if he is to 
provide the leadership that the institution 
and the world trading system require. 

With critiques and controversies plagu- 
ing the wTo from Seattle to Cancun, it has 
become necessary to separate the intellec- 
tual wheat from the chaff. The chaff most- 
ly relates to the mistaken rejections of the 
advantages of freer trade; the wheat to the 
constructive concerns about the wTo’s 
functioning. 


The Chaff: Free Trade’s Foes 


SADLY, THE CRITICS who are most off the 
mark, and indeed off the wall, are to be 
found among the well-meaning non-gov- 
ernmental organizations. Enormously rich 





œ~ Mr. Bhagwati, University Professor at Colam- 
bia University and senior fellow at the Council 
on Foreign Relations, is the author of In Defense 
of Globalization (Oxford, 2004). He has been 
economic policy adviser to the GATT, external 
adviser to the WTO and special adviser on glo- 
balization to the United Nations. 














__Hi 





—— 


www.feer.com 





Ed 


charities have now turned to agitating 
about trade issues with much energy but 
little understanding. When Oxfam agita- 
tors at the wTo meeting in Cancun in 2002 
paraded about wearing the masks of G-8 
leaders, this prompted the witticism that 
here were a bunch of dummies masquer- 
ading as other dummies. 

Oxfam’s annual spending is over $350 
million; that of Action Aid is nearly $140 
million. These and others are now very big 
businesses, and like corporations they are 
under pressure to diversify into new areas 
of public policy in search of growth, re- 
gardless of expertise, as they pursue fund- 
raising opportunities. But they are more 
dangerous when they speak from incom- 
petence, since they wear halos that the 
corporations do not. 


These charities have signed on to sev- 


eral fallacies that imperil the poor coun- 
tries whose interests they claim to 
represent. Some are easily dismissed. For 
instance, they argue that free trade is not 
sufficient for growth; we also need other 
supportive policies. By and large, yes; and 
. every serious scholar of trade has under- 
stood this from as long ago as the 1960s 
when the trade policies of the developing 
countries were being studied. But then 
again, it does not follow that freeing trade 
is no better than not freeing it. But con- 
sider next some of the less shallow, but no 
less pernicious, fallacies: 
* Poor countries suffer from system- 
atic rich-country “hypocrisy” leading to 
“double standards” in trade policy, with the 
rich countries having more trade barriers 
than the poor ones. The truth is exactly the 
opposite: There is greater tariff protection 








on manufactures in the poor countries. 
This has followed from the fact that the 
poor countries, not the rich ones, have 
long been given Special & Differential 
Treatment in trade negotiations. They are 
also overtaking the rich countries in the 
number of anti-dumping filings. Moreover, 
few poor countries have undertaken sig- 
nificant commitments on services. The de- 
veloping countries also are free not to sign 
the optional procurement code which all 
rich nations have signed. 

What should we make of the fact that 
the rich-country tariffs are lower for rich- 
country exports of manufactures than for 
poor-country exports? Is that not hypoc- 
risy? Not really. It is a simple consequence 
of the fact that the poor countries have 
conventionally been exempted from mak- 
ing tariff concessions to get tariff conces- 
sions. Rich countries then typically avoid 
making significant concessions on prod- 
ucts of interest to the poor countries. If 
you want a free lunch, do not expect to eat 
at a banquet! 

* While trade liberalization by rich 


countries is beneficial, for the poor countries 


trade liberalization does not bring benefits. 
In this fallacy, the charities are supported 
by ahandful of economists who are repeat- 
edly invoked against a mass of empirical 
evidence and a preponderance of trade ex- 
perts. One may cynically remark that the 
market incentive to be in the dissenting 
group is greater—the fewer their number, 
the higher their scarcity value. 

The protection of infant industries 
against imports much too often tends to 
be indiscriminate and creates strong in- 
centives for the infant producers to re- 
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Sadly, well-meaning charities are among 
the most off the mark, and indeed off the wall, 
critics of the World Trade Organization. 





main inefficient and to continue 
demanding protection which then be- 
comes politically difficult to remove. The ' 
result is that the infant does not learn and 
grows up wearing protectionist diapers 
into premature senility. 

Besides, the notion that the poor coun- 
tries need infant-industry protection to in- 
dustrialize has always been indulged to 
excess whereas experience shows other- 
wise. India managed with its own native 
entrepreneurs to develop industries such 
as textiles, shipping and steel under British 
rule, without protection and even despite 
British hostility. There are other examples 
of growth without protection, at least of a 
sustained variety. Fear, not experience, is 
at the heart of protectionism here. 

Moreover, postwar trade analyses 
show, and what the charities do not under- 
stand, is that autarkic trade barriers create 
a bias against exports. Therefore, even 
when the rich-country markets are opened 
further, one’s own trade barriers can pre- 
vent the penetration of these markets. To 
use a helpful analogy, even if the rich- 
country door is opened, the poor-country 
exporters may find that the poor-country 
door is closed and they cannot get out to 
get past the rich-country’s open door. 
Studies of African trade policy by econo- 
mists such as Alexander Yeats have under- 
lined this important lesson which emerged 
from in-depth empirical studies of several 


developing countries’ trade policies during 
the 1960s and ’70s. 

æ Agricultural subsidies in the rich 
countries are keeping the developing world 
poor. The removal of subsidies is desirable, 
as it promises aggregate income gains, and 
many economists have therefore cam- 
paigned against them for nearly four de- 
cades. But Oxfam and the heads of several 
international aid institutions have now 
added the twist that the removal of these 
subsidies will also help the poorest coun- 
tries known as the “least developed coun- 
tries.” This is dangerous nonsense. 

The economists Alberto Vales and 
Alex McCalla have shown that as many 
as 45 LDCs, out of 49, are net food import- 
ers; and as many as 33 are net importers 
of all agricultural products together. As 
prices rise with the removal of subsidies, 
surely the importers will be harmed, not 
helped, except in the singular cases where 
the importers switch to becoming signifi- 
cant exporters. The mistake on the part of 
Oxfam, the leadership at the World Bank 
and countless journalists who follow in 
their wake is easily understandable but 
not to be condoned: They have simply 
assumed that what is true of cotton subsi- 
dies inthe rich countries, because there are 
four African countries that rely on cotton 
exports, must be true more generally. This 
is the fallacy of using an unrepresentative 
sample! 
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Moreover, it is easy to see that the 
Cairns group of middle-income, large ag- 
ricultural exporters such as Argentina and 
New Zealand, long frustrated by the in- 
ability to get rich-country agriculture lib- 
eralized, have found it politically 
convenient to pretend that agricultural 
protection in the rich countries harms the 
poor nations of Africa. 

Are the rich-country subsidies to be put 
down to hypocrisy? A major reason for 
their survival despite economists’ com- 
plaints is simply that many poor countries 
themselves for decades were not interest- 
edin agricultural development. They iden- 
tified development with industrialization; 
and their own trade policies created a sub- 
stantial bias against agricultural develop- 
ment. Thus, rich countries wanted to 
protect their agriculture; the poor coun- 
tries wanted to decimate theirs. A Faus- 
tian bargain resulted. Hypocrisy is hardly 
the way to characterize it. 


The Wheat: Rules for Trade 


BUT IF MANY criticisms of freer trade in 

the public domain today should be dis- 
missed, as the wTo report argues, there 

are also some serious threats to the WTO’s 

well-being. The threats come from two di- 
rections: the escalating erosion of non-dis- 
crimination and the steady encroachment 

by rich-country lobbies seeking to impose 

their unrelated agendas on trade agree- 
ments. Institutional reform requires two 

main changes: relaxing the “tightness” of 
obligations that the wro now incorporates 

and creates political waves, and augment- 
ing its minuscule resources. 


* The Erosion of Non-Discrimination 
Non-discrimination was at the heart of the 
General Agreement on Tariffs and Trade 
(GATT) that merged into the wTo in 1995. 
The most-favored nation clause ensured 
that every GATT member faced the lowest 
tariffs that any other member enjoyed. 
The few exceptions were explicit—for in- 
stance, Article 24 exempted countries en- 
tering into Preferential Trade Agreements 
such as a Free Trade Agreement or a Cus- 
toms Union from having to extend their 
tariff cuts automatically to non-member 
countries. 

But today, the central principle of non- 
discrimination has been virtually de- 
stroyed. Thus, PTAs have proliferated to 
close to 300 and the number is growing by 
the week. The agreements which the ar- 
chitects of the GATT thought would be mi- 
nor exceptions have now swallowed up 
the trading system. 

All economists now recognize the re- 
sulting “spaghetti bowl” problem, as I have 
christened it. The world trading system is 
characterized by a chaotic criss-crossing 
of preferences, with a plethora of different 
trade barriers applying to products de- 
pending on which countries they originate 
from. This is a fool’s way of doing trade— 
not only does it destroy the efficient alloca- 
tion of resources, but it flies in the face of 
the fact that today it is becoming almost 
impossible to define which product is 
whose. It is hard to believe that sensible 
men in charge of trade policy today, in- 
cluding the ustTR, the EU Trade Commis- 
sioner and other luminaries of trade are so 
unmindful of the fact that, in the name of 
free trade, they are damaging the world 
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budget and access to a world-class secretariat. 





trading system through discriminatory 
PTAs as much as the protectionists did in 
the 1930s. 

At the same time, non-discrimination 
has been undermined by discrimination in 
favor of developing countries in diverse 
ways. They enjoy preferential access to 
rich-country markets under the General- 
ized Scheme of Preferences (Gsp), giving 
them market access at lower-than-MFN 
tariff rates. Moreover, they are allowed to 
reduce without any restrictions whatso- 
ever trade barriers by any percentage and 
for any products preferentially among 
themselves under the Enabling Clause. 
This “Special & Differential” treatment 
sounds desirable; but its undermining of 
non-discrimination in the world trading 
system has serious downsides for the de- 
veloping countries as well. 

The grant of one-way preferences to 
the developing countries under the GSP 
schemes turns out, on examination, to be 
full of holes. The product eligibility is lim- 
ited, the preferences terminate when ex- 
ports are successful, and reverse 
preferences for the rich countries are al- 
most always built into these schemes. Both 
the EU and the U.S. have also used these 
schemes to extract not just preferential 
trade concessions (such as provisions fa- 
voring the import of the rich country’s in- 
termediates) but also, as discussed below, 
a number of unrelated concessions. The 
EU has taken matters further by cynically 
differentiating, in pursuit of political agen- 
das, among different developing countries 


in the grant of preferences. 

That the Enabling Clause permits two 
or more developing countries to reduce 
any trade barrier among themselves, re- 
gardless of restrictions such as in Article 
24 which requires chiefly the restrictions 
that the preferential tariff reductions for 
members of a PTA must be on “substantial- 
ly” all products and that there must be a 
commitment to reaching full 100% reduc- 
tion by a target date, is also an option that 
poses real harm to the developing coun- 
tries by cluttering up their trade regime 
with a mass of inefficiencies. It is usually 
defended by its proponents on the ground 
that these countries need “policy space.” 
But this is like saying that the ability to 
shoot oneself in the foot gives one policy 
space. : 

Therefore, between the proliferation 
of PTAs and the spread of s&p, the central- 
ity of non-discrimination has virtually 
vanished. Consider that the Eu’s MEN tar- 
iffs now apply only to five countries, with 
all others enjoying politically driven low- 
er-tariff access to the EU under multiple 
PTAs, differentiated asp (Generalized 
Scheme of Preferences), EBA (Everything 
But Arms) and other schemes. Evidently, 
the MEN tariff in the Eu has now become 
the LEN, the least favored nation, tariff! 

It is too late to put the genie back in the 


bottle. So the report concludes, along with 
many thoughtful observers, that the only 
way to kill the pTa-generated preferences, 
which are of course relative to the MFN 


tariff, is to bring neers itself down 
ex < 
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to negligible levels. In short, conclude the 
Doha Round and go on to another multi- 
lateral trade negotiation until we get the 
MEN tariffs virtually down to zero—a U.S. 
aspiration, as it happens. 

Yet another threat to the multilateral 
trading system arises from the ability of 
rich-country lobbies to capture, through 
use of PTAs and the design of S&D prefer- 
ence schemes, the trade liberalization pro- 
cess to advance their unrelated agendas. 
These lobbies pretend, of course, that “fair 
trade” and respect for “collective prefer- 
ences”—both self-serving phrases that 
conceal the pernicious nature of the de- 
mands—require that their pet concerns 
such as labor standards be worked into 
trade agreements and institutions such as 
the wTo. 

This has united the major developing 


countries such as India and Brazil, both led ` 


by democratically elected progressive lead- 
ers, against the inclusion of such extrane- 
ous issues into trade negotiations and 
institutions. Brazil has also held up the 
Free Trade Agreement of the Americas 
(FTAA), insists correctly that it be confined 
to trade liberalization, while the United 
States wishes to corrupt the FTAA with sev- 
eral extraneous issues. Revealingly, none 
of the many PTAs among the poor coun- 
tries ever include these extraneous issues— 
their inclusion arises only when the U.S. 
and the EU are members. 

æ Variable Geometry Can this matter 
be resolved by introducing institutional 
change at the wTo, by admitting what the 
report calls “variable geometry”? Could 
we simply say that if the EU, U.S. and Nor- 
way want to include labor standards into 








the wTo, why not just let them do it and let 
the agreement apply only to themselves? 
This, however, will not do. 

True, if member states agree that an is- 
sue is a WTO issue, then some nations could 
take on additional obligations and rights. 
But the issue here is that the major devel- 
oping countries object to having the trade- 
unrelated issues in the wTo in the first 
place. 

Surely they would see through this 
variable geometry as a ploy to get the ob- 
jectionable issues into the wTo by a foot- 
in-the-door strategy. For instance, the EU, 
according to an EC document on its recent 
trade policy record, managed to sneak 
these issues into its Trade Policy Review 
Mechanism reports at the wTo while no 


one was looking. 
T quire that the proponents of 
E free trade carefully examine the 
next WTO director general’s views on them. 
It also requires that, as he steers the WTO 
over waters agitated by them, he has ac- 


HESE AND OTHER issues re- 


cess to a world-class and substantial sec- 
retariat of his own. The wTo’s current 
annual budget is less than $100 million— 
and no, I did not forget a zero. 

As aresult, the wTo essentially has to 
rely for trade analysis on the “foreign le- 
gions” at the World Bank, the oec» etc. At 
Seattle, Cancun, Doha and other wTo 
meetings, the world’s media typically fo- 
cus not on.the wTo’s analyses and econo- 
mists, but on those from these other insti- 
tutions. This is a travesty. It needs to be 
put right. Ii 
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Time to Fix 
= China’s Arbitration 


by Jerome A. Cohen 


LL Sy N 


OR A LONG TIME, I be- 
lieved in the ability of 
the China Internation- 
al Economic and Trade 
Arbitration Commission 
(CIETAC) to deliver fair verdicts for foreign 
companies embroiled in business disputes 
with local partners and counterparties. 
This faith in the body that still handles 
the bulk of the international commercial 
arbitrations conducted in China was large- 





ly based on my positive initial experienc- 
es. However, more recent encounters have 
shaken my confidence. Now I fear that 
without a concerted effort at reform, the 
credibility of China’s leading arbitration 
institution will slip away. 

Back in the mid-1980s, when CIETAC 
did not yet allow foreigners to serve as ar- 


bitrators, I became the first foreign lawyer ` 


to appear before it as a dailiren, or advo- 
cate, for a foreign company. The Chinese 
law professor representing the local party 
to the dispute immediately challenged my 


right to do so, on the ground that I was not 
licensed to practice law in China. (As a for- 
eigner, I could not be.) The presiding arbi- 
trator, however, promptly rebuffed the 
challenge, admonishing my counterpart to 
read cCIETAC’s Arbitration Rules, which 
clearly permitted anyone—Chinese or for- 
eign, lawyer or non-lawyer—to serve as an 
advocate. 

Perhaps such an encouraging start col- 
ored my view of that arbitration and sub- 
sequent CIETAC proceedings. Before the 
first hearing, I had not known what to ex- 
pect. Of course, I hoped that creTAc would 
prove to be a better alternative than the 
courts. In those days, foreigners knew lit- 
tle about Chinese courts, but generally be- 
lieved, as did many Chinese, that the 


œ~ Mr. Cohen is a professor of law at New York 
University and an adjunct senior fellow at the 
Council on Foreign Relations. This article is 
adapted from a speech delivered on Nov. 4, 2004 
to a conference in Xiamen sponsored by the Chi- 
nese Society of International Economic Law and 
Xiamen University. 
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courts suffered from both lack of profes- 
sional competence and the distorting in- 
fluences of guanxi, local protectionism, 
corruption and politics. The arbitrators 
before me offered a refreshing contrast, 
for they seemed to be competent, fair, hon- 
est and independent. 

Over the next decade, experience with 
CIETAC as both advocate and arbitrator re- 
inforced that favorable impression, which 
I often voiced in both publications and lec- 
tures. Being an optimist, I thought that if 
an institution called an “arbitration com- 
mission” could establish apparently admi- 
rable dispute-resolution tribunals in 
China, perhaps an institution called a 

“court” could some day do the same. 

Occasionally, some foreign and Chi- 
nese lawyers politely hinted that my posi- 
tive appraisal of CIETAC was naive. But 
understandably, no one sought to refute 
me in public when to do so would involve 
him in controversy and perhaps damage 
his “rice bowl.” Frankly, however, I had 
neither the time nor the inclination to look 
into the matter, since I had not yet person- 
ally encountered any disillusioning expe- 
rience with CIETAC and had several friends 
working there. Moreover, foreign legal 
scholars have tended to focus on the trou- 
blesome problems of enforcing an arbitra- 
tion award in Chinese court rather than 
on the institutional and procedural 
problems of obtaining a fair award in the 


first place. 
years my CIETAC experience, as 


i | both advocate and arbitrator, 


has dimmed my earlier optimism. There 


Ey 


NFORTUNATELY, IN RECENT 
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is a pressing need to undertake a compre- 
hensive investigation of CIETAC’s practice— 
not merely its rules—in order to enhance 
transparency and thereby speed the pro- 
cess of reform. 

My hope is that creTac, which has 
made many improvements in response to 
Chinese and foreign suggestions, will co- 
operate with both official and non-govern- 
mental efforts to address the serious 
problems of institutional integrity that 
confront it, and will not seek to suppress 
justifiable criticism. How CIETAC copes 
with these issues will determine its future 
reputation and its prospects in a market 
where it now must compete—not only with 
foreign arbitration organizations but also 
domestic ones, the best of which have 
shown themselves to be commendably 
sensitive to ethical and other institutional 
considerations. 

Here are 10 recommendations that ur- 
gently require the consideration of CIETAC 
and the international business and legal 
communities: 

æ = CIETAC should not use its own per- 
sonnel as arbitrators. One of cIETAC’s big- 
gest defects is its persistent selection of its 
own personnel as arbitrators, especially 
presiding arbitrator. This creates an obvi- 
ous opportunity for the exercise of admin- 
istrative influence and even control over 
the arbitration panel and its decision. 

This practice can also involve its staff 
in conflicts of interest even when no 
CIETAC influence is exercised behind the 
scenes. The world’s best arbitration orga- 
nizations, including Stockholm’s (which 
has often mentored crevac staff), do not 
permit this practice. I am happy to note 
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There is a pressing need to undertake 
a comprehensive investigation of CIETAC’s 
practice in order to speed reform. 


that the Beijing Arbitration Commission 

(ac), which now handles over twice as 

many cases, most of them domestic, as CI- 
ETAG, also rejects this practice. Today 

there is no shortage of able potential arbi- 
trators in China, both Chinese and foreign, 
and crETac should open its roster to anew 

generation of experts. . 

æ A national of a third country should 
serye as presiding arbitrator. Many more 
foreign companies would select CIETAC 
arbitration if they believed that not more 
than one member of a three-person panel 
would be a Chinese national. 

Today, some sophisticated internation- 
al lawyers know that crerac will honor an 
arbitration clause that calls for the presid- 
ing arbitrator to be from a third country, 
but this encotfraging new development is 
not widely known and CIETAC seems re- 
luctant to publicize statistics regarding its 
use. Furthermore, unless the parties spec- 
ify in their contract, the presiding arbitra- 
tor, whether appointed by agreement of 
the parties or by c1lETAC in the absence of 
such agreement, is most probably going to 
be Chinese. 

This is what worries many foreign com- 
panies, particularly those who know of 
cases in which the presiding arbitrator 
and the arbitrator appointed by the Chi- 
nese party, both Chinese nationals, have 
rendered decisions that could not be justi- 
fied by their foreign arbitrator colleague. 





CIETAC would enhance its fairness and its 
attractiveness by amending its rules to re- 
quire that the presiding arbitrator in inter- 
national and foreign-related cases always 
be from a third country unless the parties 
agree otherwise. 

Moreover, regardless of the presiding 
arbitrator’s nationality, crETAC should do 
more to enable the parties to agree on the 
presiding arbitrator, for example, by re- 
quiring each party to submit lists of names 
of persons they could accept, as the BAC 
now does. The idea should be to diminish 
the arbitration organization’s role in this 
important selection, which would reduce 
the opportunity for behind-the-scenes ne- 
gotiations with crETAc that reportedly 
take place over this important decision. 

Ææ The presiding arbitrator should be a 
respected legal expert familiar with the rel- 
evant business background. The presiding 
arbitrator, of course, is the main figure in 
each arbitration. Not only is his vote often 
decisive on the merits, but he is frequently 
called upon to take the lead in important 
rulings in the course of the proceedings, 
especially during the hearing when rul- 
ings need to be made quickly. Yet I have 
taken part in more than one CIETAC case 
in which the presiding arbitrator—a 
CIETAC Official with over a decade of ad- 
ministrative experience—appeared to lack 
a clear understanding of contract law and 
procedural matters, as well as the business 
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environment of the dispute. 

Of course, some CIETAC administrators 
have made excellent presiding arbitrators. 
They should continue to serve as such, not 
for CIETAC, but for other arbitration orga- 
nizations, Chinese and foreign. Whether 
or not my two previous recommendations 
are adopted, in order to maximize confi- 
dence in the quality and fairness of the 
arbitration, it will continue to be crucial 
to appoint a presiding arbitrator who is 
both an acknowledged legal expert and at 
home in the business background of the 
dispute. 

*® CIETAC should limit the number of 
cases in which someone can serve as an ar- 
bitrator at any one time. An arbitrator who 
serves on too many cases for the same ar- 
bitration organization runs the risk of los- 
ing his independence to that organization. 
This is especially true if the organization 
appoints the arbitrator or introduces him 
to a party to the dispute. In those circum- 

stances, the arbitrator inevitably becomes 
too familiar with the commission staff 
and, in order to sustain his income, too re- 
liant on their favor. 

This is wholly apart from the question 
of whether an arbitrator who takes on too 
many cases has the time and energy to do 
a competent job. Out of concern for this 


problem, the Bac now prohibits its arbitra- 


tors from handling more than 10 cases si- 
multaneously. creTAc should apply such a 
limit to foreigners as well as domestic ex- 
perts. Certainly, one can debate how many 
cases are “too many,” but 10 a year might 
be an appropriate limit. 

# CIETAC should prevent its arbitrators 
from serving as advocates in other CIETAC 


cases. I have served as both advocate and 
arbitrator before both ciETac and other in- 
ternational arbitration organizations. 
Such alternation of roles is generally per- 
mitted in international practice. Yet I am 
struck by the BAC’s recent amendment of 
its rules to require all those who serve as 
its arbitrators to cease serving as advo- 
cates in other cases before it. 

The new rule is based on the assump- 
tion (which reportedly reflects BAC’s expe- 
rience) that allowing Chinese lawyers to 
alternate roles within the same arbitration 
organization breeds incestuous familiar- 
ity among advocates, arbitrators and com- 
mission staff. This, in turn, fosters 
opportunities for irregularities and di- 
minishes institutional integrity. 

This may be my most controversial sug- 
gestion, since it can drastically reduce the 
income of arbitration specialists, foreign 
as well as domestic. Yet, as BAC believes, 
even if foreign organizations find it unnec- 
essary, given the nature of Chinese society 
and the small arbitration community, such 
a reform is warranted at present in order 
to prevent a “You scratch my back, Pl 
scratch your back” ethos from damaging 
the impartiality of arbitrators. 

æ Advocates as well as arbitrators must 
fully disclose conflicts of interest. Not long 
ago I served as advocate for a foreign 
claimant in a Beijing cIerac case which 
resulted in a hearing that my client and I 
deemed grossly unfair. A week later, we 
discovered that the advocate for the re- 
spondent, had, without public announce- 
ment, become a vice chairman of CIETAC 
shortly before the hearing. 

That meant the presiding arbitrator, a 
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The guanxi net can be very wide in the 


relatively small group from which advocates, 
arbitrators and administrators are drawn. 





deputy secretary general of CIETAC, was 
the subordinate of the other side’s advo- 
cate. Nevertheless, at the outset of the 
hearing, when the presiding arbitrator 
asked whether the parties wished to 
disqualify any arbitrator, neither the 
presiding arbitrator nor the new vice 
chairman thought it necessary to reveal 
this crucial fact. 

The claimant brought this blatant im- 
propriety to the attention of the commis- 
sion by means of a memorandum 
demonstrating that no other major inter- 
national arbitration organization in the 
world would countenance this practice. 
CIETAC then reluctantly ordered replace- 
ment of the presiding arbitrator with a 
very able Chinese lawyer who is not on its 
staff. A new hearing had to be held, which 
put both parties, especially the foreign 
claimant, to great additional expense. 

To avoid repetition of this sad incident, 
CIETAC should require advocates as well as 
arbitrators to reveal in writing and in ad- 
vance of the hearing all of their profes- 
sional and organizational responsibilities 
plus any other facts that might bear upon 
the impartiality of the arbitrators. The 
guanxi net can be very wide in the rela- 
tively small group from which advocates, 
arbitrators and administrators are drawn. 
If, for example, alaw professor who serves 
as an advocate happens to be supervising 
the doctoral thesis of an arbitrator or 








CIETAC administrator, that surely should 
be revealed to the opposing party. More- 
over, if CIETAC is at fault because of the 
negligent or intentional failure of its per- 
sonnel to make a necessary disclosure, it 
should compensate the parties for the 
damage it has caused them, and the per- 
sonnel involved should be appropriately 
disciplined. 

# CIETAC should enhance the confiden- 
tiality of its proceedings. Every dispute- 
resolution institution must keep 
confidences, This is certainly true of an in- 
ternational commercial-arbitration orga- 
nization, which promises the parties 
complete confidentiality unless the parties 
agree otherwise. An arbitration organiza- 
tion that fails to honor that promise fails 
to inspire confidence. 

Yet it is extremely difficult to live up to 
this ideal. Discretion is an acquired disci- 
pline. Human beings like to gossip with 
friends, exchange information with class- 
mates and share their problems with fam- 
ily. They sometimes reveal secret 
information for corrupt or political mo- 
tives, and sometimes, fortunately, “whis- 
tle-blowers” expose wrongdoing within 
the organization. Whatever the reasons, I 
know from personal experience that 
CIETAC leaks, and at various levels. 

But what can be done about it? Obvi- 
ously, the importance of preserving confi- 
dentiality must be repeatedly brought 
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home to leaders, arbitrators and staff. Ev- 
ery opportunity must be seized to remind 
them of their obligation, which has long 
been spelled out in legislation and in the 
commission’s rules and ethical standards. 

I believe it is necessary to provide more 
significant sanctions than currently exist 
and to apply them against those who 
breach confidentiality without justifiable 
excuse. I emphasize the words “without 
justifiable excuse,” since CIETAC personnel 
should not be discouraged from continu- 
ing to reveal institutional and individual 
irregularities that would otherwise never 
be made public. 

æ More stringent standards should be 
applied to prevent arbitrators from engag- 
ing in ex parte contacts regarding their 
cases. A related and even more substantial 
challenge to CIETAC’s integrity is the 
illegal and unethical practice of certain 
arbitrators privately discussing their case 
with unauthorized persons, whether 
officials, lawyers or others. 

Such contacts are usually hard to de- 
tect without the assistance of the state se- 
curity or public security agencies, but it is 
common knowledge that they take place. 
A much-admired law professor told me 
that, rather than appear as an expert wit- 
ness in a CIETAG hearing, instead he infor- 
mally discussed the issues with the 
arbitrators. “That’s still the Chinese way,” 
he said with a self-conscious giggle. 

Chinese lawyers working on a case in 
another forum in which I was serving as 
an arbitrator unsuccessfully tried to get 
me to discuss it with them. Moreover, it is 
even believed, based on confidential asser- 
tions made by both crEtac staff and Chi- 


nese lawyers who have themselves served 
as CIETAC arbitrators, that creTac has on 
occasion ordered its Chinese arbitrators to 
change the outcome of their proposed 
award, i.e., not merely to alter the form of 
the award but the result! 

Plainly, it is time for some higher au- 
thority to investigate the truthfulness of 
such disturbing allegations. But CIETAC 
need not await the report of such an inves- 
tigation. It can immediately make clear to 
its arbitrators, leaders and staff that such 
practices will no longer be tolerated, that 
existing laws, rules and ethical standards 
will be strictly enforced and that punish- 
ments will be increased and applied to 
CIETAC personnel and others. And surely, 
CIETAC should immediately cease interfer- 
ing with proposed awards. 

* CIETAC staff should not draft awards 
for arbitrators. It is widely believed that 
cIETAC staff draft awards for some 
Chinese arbitrators, thereby enabling 
them to handle many more cases than they 
otherwise would. Although judges in many 
countries enjoy the help of their law clerks, 
and arbitrators everywhere may need 
confidential research and other assistance, 
I believe that arbitrators should draft their 
own awards. Otherwise, it becomes all too 
easy for them to make decisions without 
having to confront the intellectual 
difficulties that stand in their way. 

My mentor, American Supreme Court 
Justice Felix Frankfurter, used to say that 
“some opinions simply won’t write,” mean- 
ing that one who actually has to spell out 


‘the reasons for his decision sometimes 


has to change his mind. Before the hear- 
ing, CIETAC does not require arbitrators to 
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It is even believed that CIETAC has on 


occasion ordered its Chinese arbitrators to change 
the outcome of their proposed award. 














face up to the issues in dispute, as the In- 
ternational Chamber of Commerce does 
in requiring the arbitrators to agree with 
the parties and their advocates on highly 
detailed “terms of reference.” Surely, after 
the hearing, creTac should not make 
it easy for the arbitrators to avoid the 
issues by drafting the award for them. 
The Bac requires arbitrators to do their 
own work. ‘ 

# CIETAC should require a dissenting 
arbitrator to write an opinion and make it 
available to the parties and their advocates. 
An even more important measure for as- 
suring that arbitrators render reasoned 
and fair decisions is to require every dis- 
senting arbitrator to draft an opinion 
supporting his views and to make it avail- 
able to the parties and their advocates 
together with the award of the majority. 
Otherwise there is no effective restraint 
on the factual and legal assertions of the 
majority. 

Although judicial review is possible in 
a proceeding to enforce or set aside an 
award, the scope of such review is inevita- 
bly limited, and no judge can know the 
case as well as an arbitrator. Moreover, the 
dissenting opinion, in addition to chal- 
lenging the dissenter to justify his nega- 
tive vote, may make possible more adequate 
judicial review of an award that deserves 
serious scrutiny. 

Yet cIETAC does not permit dissenting 





opinions to be made available to the par- 
ties and their advocates, even if the dis- 
senter wishes to write one. This, as I can 
testify from personal experience, is frus- 
trating not only for the losing party but 
also for the minority arbitrator. Again, CI- 
ETAC would do well to follow the example 
of the BAc. Since March 1, 2004, it has re- 
quired dissenters to attach an opinion to 
the award. 


HAVE RAISED these recommen- 
dations in the good-faith belief 
that transparency and the criti- 
cism that it makes possible foster law re- 
form and fair dispute resolution. I do not 
pretend to have all the facts or all the an- 


I 


swers. Indeed, there are many more ques- 
tions to ask. 

CIETAC representatives, who have 
shown themselves to be extremely sensi- 
tive to criticism, will undoubtedly have 
much to say in response to these recom- 
mendations, as will other Chinese and for- 
eign experts. I hope that CIETAC’s new 
rules, which are expected this spring, will 
take them into account. 

In any event, I welcome a healthy dis- 
cussion of the merits. It is time, in the in- 
terest of China’s economic development, 
its efforts to create a rule of law and its co- 
operation with the world, to bring these 
issues out of the shadows. = 
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Can Donors Broker 
Peace in Sri Lanka? 


by Stanley Samarasinghe 


or 


HOCKED BY the scale of 
the tsunami disaster, Sri 
Lankans from President 
Chandrika Kumaratun- 
ga on down are calling 
for national unity. However, it is unlikely 
that even the massive wave that claimed 
32,000 lives and destroyed $1.5 billion in 
_ infrastructure can sweep away the culture 
of political violence, ideological hostility, 
personal rivalry and mutual suspicion 
built up over many decades. Indeed, events 
so far suggest that the tsunami aftermath 





will exacerbate these divisions. 

Even if the international aid comes in 
on the scale promised, there is no agree- 
ment on how it should be spent. The 
government wants all donor assistance, 
including that portion which would go to 
the areas that are under the control of the 
Tamil Tiger rebel movement, or LTTE, to 
be channeled through Colombo. Naturally, 
the LTTE is making a strong bid to get the 
funds directly. l 


In mid-January, principal representa- 
tives of the donors, including the World 
Bank, IMF, Asian Development Bank and 
Japan, met with LTTE representatives in 
the movement’s administrative capital Ki- 
linochchi in the north of the island. The 
donors are also in an awkward position, 
since the LTTE is a banned organization in 
the U.S., U.K. and several other countries. 
Moreover, to concede to the LTTE demand 
would imply some sort of international 
recognition that it is the legitimate admin- 
istrator of some areas of the country, a sta- 
tus that the rebels have been desperately 
seeking for many years. 

However, the LTTE are not the only ones 
who are skeptical of the government’s com- 
petence and impartiality when it comes to 
administering international charity. The 
opposition also wants all tsunami money 





es Mr. Samarasinghe is on the faculty of the 
Payson Center at Tulane University, and is also 
director of the International Centre for Ethnic 
Studies in Kandy, Sri Lanka. 











l 


L 





=~ SRI LANKA ca 


J 





to go into a special fund, preferably one 
established by an act of parliament. They 
are particularly concerned that President 
Kumaratunga will maneuver to have the 
funds credited to what is known as the 
“President’s Fund.” This institution, es- 
tablished by the first executive president 
J.R. Jayewardene in the early 1980s, is 
not accountable to parliament or anybody 
else. Operating outside the purview of the 
Auditor General and receiving most of its 
money from the profits of government lot- 
teries, it operates as a virtual presidential 
slush fund. 

The main opposition United National 
Front, which controls the vast majority of 
local governments, has criticized the gov- 
ernment for sidestepping these bodies in 
the relief, rehabilitation, and reconstruc- 
tion process. It suspects that the govern- 
ment has done so entirely for political 
reasons and wants the policy reversed. 

Moreover, the UNF is concerned that 
President Kumaratunga will use the funds 
to advance her personal political agenda. 
In the period immediately preceding the 
tsunami, her political fortunes were in a 
state of flux. The economy was weak and 
the cost of liviùg was soaring. The govern- 
ment was not able to unlock much of the 
$4.5 billion that donors promised in Tokyo 
in July 2003 to then Prime Minister Wick- 
remasinghe largely as a means of encour- 
aging and supporting the peace process. 

After regaining full control of the gov- 
ernment last April, Ms. Kumaratunga tried 
to recommence peace talks in order to lay 
her hands on the donor money. But so far 
she has failed because the LTTE has been 
insisting on resuming talks only on the ba- 


sis ofthe Interim Self-Governing Authority 
proposal that it submitted in October 2003, 
while her coalition partner, the nationalist- 
Marxist People’s Liberation Front, or JVP, 
is implacably opposed to this. 

Because of a two-term limitation, Ms. 
Kumaratunga is supposed to relinquish 
the presidency at the end of this year, al- 
though some believe that she may be able 
to carry on her second term until the end 
of 2006. She is trying her best to amend 
the constitution to abolish the presidency 
so that she can return to parliament as ex- 
ecutive prime minister. 

Since the president does not command 
the two-thirds majority in parliament 
needed to effect the amendment, advisors 
have suggested that she call a referendum 
first to seek approval from the people to 
abolish the presidency, and then claim a 
mandate to pass a constitutional amend- 
ment in parliament by a simple majori- 
ty. Although strictly speaking this move 
is unconstitutional, Ms. Kumaratunga 
evidently believes that she could carry it 
off with the support of a sympathetic Su- 
preme Court. 

The tsunami has, for the time be- 
ing, pushed this issue to the backburner. 
However, some believe that the president 
would use the tsunami money and the 
money saved from the moratorium on debt 
repayment to bribe the electorate with sal- 
ary hikes, consumer subsidies and the like 
ahead of the referendum. 

President Kumaratunga held talks 
with Opposition Leader Wickremasinghe 
and offered to work together on acommon 
relief, rehabilitation, and reconstruction 
program. However, it’s unlikely a genuine- 
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ly bipartisan program of work will emerge. 
For the past several years there has been 
talk of national governments and common 
programs, especially to settle the ethnic 
conflict. But none have come even close 
to fruition. 

Already there is plenty of evidence that 
squabbling over tsunami money will only 
widen existing rivalries and ideological 
conflicts. For instance, the coalition part- 
ner Jv? party has been busy from day one 
scoring political points by organizing its 
own relief programs independent of the 
government, especially in its strongholds in 
the southern districts. The Jvp has been ac- 
cused of forcibly taking over relief supplies 
brought by Neos and affixing a party label 
before distributing the goods as its own. 

The LTTE is angry with the govern- 
ment because of two main issues. First, 
it pulled out all the stops to get U.N. Sec- 
retary General Kofi Annan to visit one of 
the areas under its control. The govern- 
ment simply did not agree to such a visit 
because it felt that it would compromise 
Sri Lanka’s sovereignty and hand a ma- 
jor propaganda victory to the Tigers. The 
LTTE condemned the government’s action 
and issued a statement that the incident 
has caused “irreparable damage” to gov- 
ernment-LTTE relations. 

The second issue is relief supplies and 
assistance for tsunami victims more gener- 
ally. The LTTE insists that the government 
is discriminating against the Tamils, es- 
pecially those that live in the areas under 
its control. The government equally vehe- 
mently denies the LTTE accusations and 
claims that they are cooperating with the 
LTTE to equitably distribute resources. 


The LTTE uses every opportunity to 
make its displeasure felt. For example, 
when Prime Minister Rajapaksa visited 
Jaffna to see the impact of tsunami, an 
LTTE-instigated protest compelled him to 
cut short the visit and leave the area. The 
same reception awaited the North-East 
Governor Tyrone Fernando when he vis- 
ited that area more recently. The govern- 
ment has invited Thamilselvam, the leader 
of the LTTE’s political wing, to sit on the 
national taskforces, an invitation that has 
yet to be accepted. 

The Norwegian mediators will be back 
in late January to attempt to revive the 
peace process. Their success will depend 
largely on how willing the donors are to 
use the leverage of withholding assistance 
in order to bring the two sides together. 

Both the government and the Tigers 
desperately need the aid money. For the 
government there is every danger that if 
the economy sours—which is likely if the 
promised aid does not materialize—not 
only the tsunami victims but also the oth- 
er 90% of the population will turn against 
it. The Tigers will lose their credibility if 
they can’t mobilize resources to help the 
victims in areas under their control. Thus 
both sides have a vested interest to talk, if 
only to unlock the aid. 

Some donors recognize this leverage 
as their only real chance to effect a last- 
ing peace, and even see the tsunami aid 
as inseparable from aid for post-conflict 
reconstruction. The tsunami and the civil 
war may turn out to be two sides of the 
same coin, and they want to use the “coin” 
that they are willing to give to tackle both 
problems simultaneously. 1 | 
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High Stakes in 
Post-Tsunami Aceh 


by James Van Zorge 


“\—COr————— LY 


CEH IS Now officially on 
the world’s radar screen. 
During most of the de- 
cades-long separatist 
war between the Aceh 
Freedom Movement (otherwise known as 
GAM, or Gerakan Aceh Merdeka) and the 
Indonesian military, the media either took 
little interest in Aceh or were were forbid- 
den to enter the province. The Boxing Day 
tsunami changed that overnight. 
Hundreds of international print and 
electronic journalists are filing daily sto- 





ries from the provincial capital, Banda 
Aceh. Then there are the foreign military: 
1,300 soldiers, naval ships, aircraft and 
military helicopters have been deployed 
from the United States, France, Australia, 
Singapore, Malaysia and Japan, assisting 
the Indonesian armed forces with distrib- 
uting emergency food supplies, clearing 
debris and providing survivors with med- 
ical assistance. Finally, there are the inter- 
national organizations. Under the 


umbrella of the United Nations alone, 
there are more than 1,100 relief workers 
representing 60 organizations in Aceh. 
There is no doubt that Indonesians in 
general and the Acehnese in particular are 
grateful for what will prove to be the larg- 
est relief effort in history. Public and pri- 
vate aid pledged for the countries hit by 
the tsunami now exceeds $10 billion in 
cash donations, debt relief and low-inter- 
est loans; a large portion of the global aid 
package is expected to be channeled to- 
wards Aceh, whose tsunami victims con- 
stitute more than two-thirds of the total. 
However, the Indonesian government 
and military, or TNI, have already started 
to send mixed signals about tolerating the 
presence of foreigners on Aceh’s soil. At 
first overwhelmed by the magnitude of the 
crisis, Indonesia’s President Susilo Bam- 
bang Yudhoyono and his cabinet quickly 
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went to work in earnest with the interna- 
tional community. Now, Jakarta is telling 
aid workers that they must register with 
the government and obtain permission to 
go outside the confines of Banda Aceh and 
Meulaboh, in some cases with TNI escort, 
ostensibly to protect them from GAM. 

Likewise, foreign military personnel 
are required to report their whereabouts 
to government officials, or face expulsion. 
Vice President Jusuf Kalla told the media, 
in no uncertain terms, that he wants for- 
eign troops out of Aceh as soon as possible: 

“I think three month are enough, and the 
sooner they leave the better.” 

Almost immeiately, international NGos 
and foreign governments started posing 
questions about Jakarta’s ulterior motive 
in asserting strict controls over the move- 
ments of foreign aid workers. Government 
officials say that such restrictions are nec- 
essary for the safety of its guests, but hu- 
man rights organizations familiar with 
the Tyrs dealings in Aceh in the past are 
suspicious that military hardliners are us- 
ing security concerns as an excuse to keep 
prying eyes away from its operations in 
the field. Of immediate concern is that re- 
strictions could impede the flow of aid to 
the more remote areas of Aceh. Relief or- 
ganizations also worry that the TNI wants 
to resell aid on the black market. 

These doubters have a legitimate point. 
Logically, Gam as a separatist movement 
would have little to gain and much to lose 
by attacking aid workers. With worldwide 
media attention now on Aceh, the GAM 
leadership must be anxious to bolster its 
credibility with the foreign community; 
undermining relief efforts would be a di- 


‘saster for the guerrillas, and only strength- 
en Western support for TNI to wage its war 
in Aceh. Hence the efforts by GAM to stitch 
together a cease-fire agreement. 

Since this is one of the world’s forgot- 
ten wars, most outsiders are not aware of 
the Tn1’s terrible reputation in Aceh. Be- 
sides numerous instances of gross human 
rights abuses against Acehnese civilians, 
TNI has also reportedly been involved in 
war profiteering: Car smuggling, illegal 
logging, marijuana trading and protection 
rackets aimed against foreign companies 
have been part of the TNI black-market 
business portfolio in Aceh for many years. 
For senior military officers, a posting in 
Aceh is considered to be one of the more 
lucrative assignments. Knowing this, fears 
of corrupt officers making designs on hu- 
manitarian aid are well founded, and could 
partly explain why dishonest players in- 
side TNI are anxious to reassert control. 

Finally, there is the radical Muslim 
part of the calculus. Not long after relief 
workers started appearing, there have 
been reports of extremist Islamic organi- 
zations starting to mass their cadres in 
Banda Aceh. Two groups in particular— 
the Islamic Defender’s Front and Laskar 
Mujahidin—are known to have anti-West- 
ern sentiments and a track record of vio- 
lence. Although there have been no 
clashes yet with the foreign community, 
this possibility can’t be discounted. 

As much as hardliners inside the TNI 
would feel more comfortable with the exit 
of foreigners, so the Islamic extremists 
would like to take a leading role in filling 
the void left by the collapse of local gov- 
ernments and have greater influence in 
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Radical Muslim groups could play a spoiler 
role in government efforts to stabilize Aceh. 











the province. In fact, there should be little 
doubt that Islamic extremists would pre- 
fer Western aid efforts to fail. Whereas the 
Bush administration sees its work in Aceh 
as a grand opportunity to improve its im- 
age in the Muslim world, extremists view 
Washington’s success as a threat in the 
war for co-religionists’ hearts and minds. 

Following a resounding victory in last 
year’s presidential elections, President 
Susilo Bambang Yudhoyono is now facing 
his first critical test of leadership. Should 
he manage the Aceh crisis skillfully, he 
will be assured of an even stronger man- 
date to lead and enjoy considerable pres- 
tige on the international stage. If he fails, 
however, not only will Indonesia’s reputa- 
tion suffer, but the president will find him- 
self cornered by his political opponents at 
home, and find it difficult to deliver on his 
pledges of political and economic reform. 

Handling the Aceh crisis will not be 
easy. But a couple of steps can be taken to 
enhance the national government’s chanc- 
es of success: 

Æ President Yudhoyono must sideline 
the military hardliners based in Aceh and 
replace them with officer diplomats to lead 
the troops. Preferably, the Indonesian 
president would also rotate soldiers who 
were based in Aceh during the separatist 
conflict-who mostly come from the 
Army—and replace them with the more 
highly respected and professional troops 
of the Marines, Navy and Air Force. By do- 
ing so, President Yudhoyono would not 
only lessen the chances of corruption and 


improve the delivery of aid, but also send 
the signal to GAM that the national govern- 
ment is serious about seeking a cease-fire. 

* The government should use this op- 
portunity to negotiate not only a cease-fire 
but a lasting peace accord with GAM, as 
well. With their homeland in shatters, GAM 
should now be more accommodating at 
the negotiating table and be willing to for- 
sake their demands for an independent 
state. On Jakarta’s side, the leadership 
should realize that what the Acehnese 
need most now is to rebuild their province 
and get back to earning a livelihood. It is 
estimated that the destructive forces of 
the tsunami have thrown one million 
Acehnese into poverty. If the government 
takes positive steps towards ensuring 
Aceh a better future, then the entire local 
community—GaM included—will surely 
embrace a formula for peace. 

æ Measures should be taken to expel 
radical Muslim groups from.Aceh as soon 
as possible. Although they purport to have 
a humanitarian mission, their history sug- 
gests otherwise. Nor is their presence nec- 
essarily welcomed by the Acehnese or 
GAM. In the worst-case scenario, they will 
prove to be a spoiler in the government’s 
efforts to stabilize Aceh, and will mar Ja- 
karta’s reputation with its Western allies. 
For its own political interests and the fu- 
ture of Aceh, Indonesia should realize that 
the stakes are simply too high in taking a 
soft line towards these extremist groups 
that represent only a tiny fraction of the 
Muslim population. i 
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Seeing Through 


Kim’s Korea 


by Col. Kevin Madden 


MG ——Yw 


HE SO-CALLED “North 
Korea nuclear crisis” is 
well into its third year, 
and a host of commenta- 
tors continue to specu- 
late on what Kim Jong II wants, what Kim 
Jong II needs, and what North Korea can 
and cannot do. Unfortunately, these ob- 
servers fail to fully consider the regime’s 





ideology, organization, operations and 
culture, applying their own logic to a 
uniquely North Korean context. The re- 
sults are impractical prescriptions. 

U.S. diplomats argue for negotiations 
to “get past” the nuclear issue, as if it were 
some ancillary element of Kim’s regime. A 
former Clinton administration ambassa- 
dor claims that North Korea “is reacting 
only because it is threatened by the U.S.” 
As such statements suggest, many of the 
highest-ranking policy makers in both the 
U.S. and South Korea continue to labor un- 
der common misconceptions about the 
Kim family regime. 


Here then is a primer of myths about 
Kim’s Korea that could help the statesmen 
see reality more clearly: 

æ The Kim family regime wants, or is 
willing, to make fundamental change. The 
dictatorship’s survival against potential 
internal opposition is directly dependent 
on its ability to control information and 
maintain surveillance of the population in 
conjunction with Kim Jong II’s ability to 
materially reward the elite. Kim, having 
learned from the fall of the Soviet Union 
and Eastern Bloc, is acutely aware that any 
breach of these controls results in the ac- 
celeration of competing domestic forces 
that would doom the regime. 

Since the elite are taught from birth 
that their survival and success are direct- 
ly linked to an unquestioning allegiance to 
=~ Col. Madden was most recently a senior fel- 
low at the Korean Institute for Defense Analysis 
in Seoul. He holds masters degrees in Korean 
studies from the University of Washington and 


defense studies from the University of Canberra. 
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Kim, they should only be expected to make 
selections that reinforce their commit- 
ment to the regime. This mindset creates 
a self-sustaining impetus for obedience 
and compliance. Faced with the options of 
eschewing change to maintain coercive 

` mechanisms that ensure regime survival, 
or accepting change and concomitant re- 
gime failure, the regime has no logical 
choice but to shun change. 

Æ The Kim family regime operates as a 
conventional government. While North Ko- 
rea possesses trappings of a modern state, 
the regime’s operation more closely re- 
sembles an organized crime family in both 
organization and practice. Institutions 
with practical roles report directly to Kim 
Jong II, individuals are promoted based on 
their loyalty and usefulness to Kim Jong 
Il, and punishment for “disloyalty” is usu- 
ally total. Like a mafia family, after loyalty 
the regime most values an underling’s 
ability to bring treasure to Kim Jong Il, re- 
gardless of the means. The regime’s orga- 
nization consists of expanding tiers 
surrounding the core, each reporting 
within its own pyramidal structure. 

* Because North Korea’s economy has 
failed, the regime has limited offensive mil- 
itary capability and must pursue improved 
relations in the region and with the U.S. The 
economic means of support for the Kim 
Family Regime and North Korean people 
is unique and challenges the application of 
conventional analysis. The “socialist” 
economy, which closely resembles a plan- 
tation economy, is designed to sustain a 
selected portion of the population at a sub- 
sistence level so they can in turn service 
the regime with products and corvee labor. 


The rest are cast aside and forced to make 
do within the extremely restricted secu- 
‘rity system. 

` Within this macro structure are two 
prioritized and interrelated microecono- 
mies—the core elite and the Korean 
People’s Army (KPA). The former takes 
precedence over other needs, is hard-cur- 
rency based, and is largely funded by cash 
inputs from the sale of illicit drugs, 
currency and goods counterfeiting, inter- 
national bribery, Rok “investments,” and 
sale of internationally provided aid. 

The KPA support system also gets high- 
er priority than the economy at large and 
gains funding from U.S.-provided oil, 
international missile and arms sales, other 
international commerce conducted 
through front companies, the control of 
most industrial production within the 
regime, and U.S. joint recovery operations. 
This funding and the independent nature 
of the military support structure effec- 
tively ensures that the KPA, firmly commit- 
ted to Kim, stays adequately prepared and 
fully supplied to conduct the wmp-sup- 
ported blitzkrieg campaign KPA doctrine 
espouses, substantially insulated from 
macroeconomic stagnation. 

Æ The Kim family regime’s elites repre- 
sent a diverse advisory body that offer a 
range of views to Kim Jong Il, i.e. there are 

“liberals” and “conservatives” within the re- 
gime’s core elite. The monolithic nature of 
the regime cannot be overstated. All mem- 
bers of the core and local elites have been 
placed in their positions through a com- 
plex system of hereditary ties, family as- 
sociations and schooling systems. 
Overwhelming evidence indicates that 
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mere survival, let alone success, in this 
system depends on unconditional loyalty 
to Kim Jong Il and his policies. 

The chance that someone could attain 
even a minor position in the regime’s bu- 
reaucracy and show anything less than to- 
tal devotion to Kim Jong Il is slim, at best. 
At the national elite level, that possibility 
is nil. This does not preclude regime inter- 
locutors from playing “good cop, bad cop” 
with foreign negotiators. Often they do 
just that, presenting different views to dis- 

` orient and confuse their counterparts. 

* Kim Jong Il and the ruling elite are 
unsophisticated and have a limited under- 
standing of international politics and be- 
havior. While Kim Jong I!’s orientation is 
influenced by revolutionary juche ideolo- 
gy, his leadership is shaped by the brutal 
pragmatism taught him by his father. He 
is further informed by an extensive infor- 
mation-gathering apparatus that ensures 
he and his trusted elite are fully appraised 
of international events, opinions and dip- 
lomatic techniques. The elite is well-in- 
formed and in turn they keep Kim Jong Il 
extremely well-informed, most likely 
knowing that the penalty for withholding 
information would be elimination. 

Finally, the regime is acutely aware of 
its limits and has accurately gauged U.S. 
responses to gain incredible concessions. 
One example is the joint recovery opera- 


tions, where the regime continually fills its ` 


coffers with millions of U.S. dollars in re- 
turn for providing occasional sets of ware- 
housed bones. A second example is Kim’s 
handling of U.S. and other visiting inter- 
national scholars through the offices of 
the Panmunjom element of the Korean 


— 





People’s Army and Colonel General Lee 
Chan Bok, one of the regime’s most artful 
psychological manipulators. 

* The Kim family regime recognizes 
the futility of trying to reunify the Korean 
Peninsula through force and has given up on 
the idea. To the contrary, the regime has 
consistently and aggressively pursued in- 
creased offensive and Combined Forces 
Command combat power-mitigating capa- 
bilities to enable reunification by force, 
particularly over the last decade. 

As economist Marcus Noland notes, 
the regime continues to choose guns over 
butter, and there is no indication of any 
change in this orientation. KPA military 
training and writings consistently stress 
the themes of “tempo” and “loyalty,” pro- 
viding the operational and political cor- 
rections to the regime’s 1950 failure. The 
regime’s senior leadership believes a rapid 
campaign combined with a slow response 
by U.S. policy makers would allow for vic- 
tory. Itis for this practical reason, and not 
for “national prestige,” that the regime 
pursues weapons of mass destruction, see- . 
ing them as tools to give U.S. decision mak- 
ers “cause for pause.” 

The bottom line is the regime contin- 
ues to believe in the concept of armed in- 
vasion supported by ROK internal 
disruption as a viable and practical—and 
perhaps the only—method to reunify the 
peninsula. Importantly, from Kim’s per- 
spective, he is much closer to advancing 
this agenda than South Korea is to promot- 
ing change in North Korea. Kim is confi- 
dent he is winning. 

* Kim Jong Ilis an innovator who bad- 
ly wants to shed the constraints of juche ide- 
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ology. Kim Jong Il is a Kim Il Sungist first 
and foremost whose entire regime is un- 
derpinned and legitimized by juche phi- 
losophy. Often mistakenly referred to as 
“self-sufficiency,” juche ideology is a hu- 
manist philosophy that casts man as the 
master of his element. For the regime, this 
determinist approach lays the responsibil- 
ity for failure on the shoulders of the peo- 
ple, allowing the regime to abdicate 
responsibility. Further, given Kim Jong 
Il’s background and education, it is illogi- 
cal to expect him to have any orientation 
but Kim Il Sungism. Kim views the world 
through a staunchly juche prism and seeks 
to use other views and methods crafted 
within the core ideology. These adjust- 


ments, often misunderstood as “reforms,” ° 


only underscore his commitment to stay- 
ing the course to achieve reunification. 

æ Time is ‘on our side—we can ignore 
North Korea because the regime will even- 
tually fail and fade away. Actually Pyong- 
yang takes a similar view of its opponents. 
The regime’s core believes that the march 
of time—at least regionally if not interna- 
tionally—favors their success. To support 
this they cite their refusal to ever compro- 
mise, commitment to clear and well-de- 
fined goals, and willingness to sacrifice, as 
opposed to what they see as inherent cor- 
ruption and weakness in the ROK system. 

Given Pyongyang’s ability to obtain ex- 
ternal support from the South and the mi- 
croeconomies that exist within the regime, 
it is logical to assume the regime will sur- 
vive, if not thrive, for the foreseeable fu- 
ture. This, combined with its ongoing 
production of wMD, means that over time 
the regime’s ability to threaten the U.S. 


and successfully attack the South will ac- 


tually strengthen. 

HE IMPLICATIONS FOR U.S. and 

T South Korean policy makers are 

clear. First they must recognize 
and treat Kim’s regime for what it is. Re- 
fusing to pay for meetings or reward bad 
behavior, they must avoid unenforceable 
agreements, security guarantees or other 
dialogue until North Korea meets basic 
norms of international behavior. Noth- 
ing less than Kim’s recommitment to the 
Non-Proliferation Treaty, verifiable aban- 
donment of its nuclear programs and will- 
ingness to address human rights should 
earn a place at the table. 

To establish these initial conditions, the 
U.S. must distance itself from participation 
in appeasement strategies and only support 
fully monitored aid. It should also develop 
and implement comprehensive sanctions 
that deny North Korea the resources it re- 
quires to reward its elite and provision its 
military. States that continue to provide 
Kim’s regime unmonitored aid, military 
hardware and training, and other empow- 
ering resources should face consequences, 
like a “security cost” tariff compensating 
the U.S. for funds spent to deter the North. 

Finally, the U.S. must view the Kore- 
an Peninsula not as a vestige of the Cold 
War divided by competing ideologies, but 
as a region under siege by a brutal dicta- 
tor. Only when the U.S.—and indeed the 
international community—recognizes that 
North Korea represents a clear and pres- 
ent danger to regional peace and prosperity 


will meaningful solutions be found. I 





l 


a 


Seeing Through Kim’s Korea 





E 2” 





œ~, INDIA «= 





Just Another 
Family Business 


by Salil Tripathi 


Bena YY 


NDIANS LOVE melodra- 
ma, and for the past two 
months, India’s biggest 
business group, Reliance, 
has provided them with 
plenty of it. Brothers Mukesh and Anil 
Ambani, who took the reins of the sprawl- 
ing empire after their father Dhirubhai’s 
death in 2002, are engaged in a bitter, pub- 
lic wrangle over the control of the trillion- 
rupee ($22.6 billion) conglomerate, which 
accounts for 6% of India’s market capital- 
ization and constitutes 10.7% of the Bom- 
bay Stock Exchange’s Sensitivity Index. 
With three million investors, a family 
feud in Reliance concerns more than the 
Ambanis. Indeed, when the fraternal dis- 
pute became public in November, Reliance 
lost nearly half a billion dollars in market 





capitalization. 

To observers of Asian business, the 
Ambani dispute is not surprising. In many 
family businesses, once the founding pa- 
triarch weakens or passes away, the chil- 


dren squabble over the assets, often 
bringing down the structure with them. 
Some destroy the group’s value, some lose 
control, and others bicker. 

But the Ambani brothers, investors 
were told, understood that the whole was 
bigger than its parts. If Mukesh, 47, estab- 
lished the world’s biggest refinery in Jam- 
nagar, Anil, 45, marketed the company 
effectively to investment banks and inter- 
national institutional investors at a time 
when India was an unknown quantity. 

So when the Ambani feud became pub- 
lic, initially the markets slumped. It was 
assumed that a dispute between its chair- 
man (Mukesh) and its vice-chairman 
(Anil), would have repercussions for the 
entire economy, because the industries 
that they dominated had a powerful foot- 
print on the country’s infrastructure. Reli- 
ance accounts for 6% of India’s exports 
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and 3.5% of its gross domestic product, 
making the Reliance scrip a proxy for the 
India economy. 

Moreover, many investors in Reliance 


_ are emotionally attdched to the company. 
is a fe é $ 
` During its heyday, Dhirubhai Ambani held 


‘his annual general meetings in a sports 
Oa. . : 
stadium, where he was greeted like a deity. 


` And why not? In his book, socialism was 
` an aberration, since he like many Hindus 


worshipped Lakshmi, the goddess of 
wealth. Would his sons now destroy that 
wealth? 

Slowly, unflattering stories started 
trickling out. Friends of Mukesh let it be 
known that Anil had little time for busi- 
ness, particularly after he joined politics. 
(Last year, in a surprising move, Anil be- 
came a member of the Rajya Sabha, India’s 
upper house of parliament, where his can- 
didacy was backed by the controversial 
Uttar Pradesh leader Mulayam Singh Ya- 
dav’s Samajwadi (socialist) Party.) Friends 
of Anil say discussion about Anil’s political 
leanings is a sideshow; he is a victim of a 
scheming elder brother depriving him of 
his rights. Anil even went for a well-pub- 
licized pilgrimage to Tirupathi Temple, 
one of the holiest Hindu shrines. 

At one time, such dramatic gestures 
would have helped. In the early 1990s, 
small investors accounted for some 40% of 
Reliance’s shareholders; today, they ac- 
count for less than 13%. Institutional in- 
vestors (including foreign funds) control 
nearly 30% of Reliance. The Ambani fam- 


_ iy has relatively small holdings in their 


name, which means that whoever controls 


“dozens of opaqué trading and holding 
companies that own some 30% of Reliance, 


controls the group. 

Little is known about these entities, 
some of which are shell companies. The 
intricate structure is not like a top-down 
pyramid, nor an elaborate web. It is more 
like a matrix, at the center of which, it now 
appears, is Mukesh. If indeed Mukesh has 
secured control of those investment vehi- 
cles, then Anil’s chances of asserting con- 
trol are severely hampered. 

The matter may still reach Indian 
courts, which may then have to untangle 
the complex web. But settling disputes 
through the courts can take a long time in 
India, and it may force disclosure of infor- 
mation that both brothers prefer to keep 
private. With that in mind, mediators of all 
stripes have stepped in. Some, like the re- 
spected head of an Indian financial insti- 
tution, can play a useful role; some are 
voyeurs and free-lance politicians; and 
others are brought in because of their al- 
leged spiritual powers, in this case the’ 
Ambani family guru. In atwist making life 
imitate Bollywood art, one newspaper has 
even called on the brothers to settle the 
dispute by appointing their mother, Koki- 
laben, as the chairman. 

But the markets are smarter. Testifying 
to the growing maturity of the Indian 
economy, investors have shrugged off the 
dispute. Reliance’s shares have fallen since 
the crisis, but Indian stocks, now buoyed 
by outsourcing, information technology, 
pharmaceuticals, and export-oriented 
companies, have risen 15% since the feud 
became public. 

That is a good thing for India. But it 
does not diminish the importance of the 
Reliance saga, both in itself, for what it tells 





Just Another Family Business 





www.feer.com a 


us about the role of families in modern 
business, and what it reveals about the con- 
glomerate as a business model. 

The Ambani dispute is hardly the first 
feud within an Asian family-controlled 
conglomerate. But through the years, Reli- 
ance has tried to differentiate itself by con- 
vincing the markets that it is not from that 
mold. Mukesh and Anil had gone to leading 
universities and assembled teams of high- 
ly skilled professionals, executing complex 
projects, always on time. While institu- 
tional investors have always had concerns 
about the group’s transparency, in particu- 
lar its frequent calls on the capital markets 
which diluted equity, Reliance has been 
able to silence its critics by consistently re- 
warding its investors. 

Strategic focus, cost leadership, com- 
petitive advantage: these are terms straight 
‘out of Michael Porter’s textbooks on com- 

_ petitive strategy. Reliance was, until re- 
cently, one of the few conglomerates in 
emerging markets which could claim to be 
implementing such a strategy successfully. 
Even though government permits and li- 
censes sheltered the group from its com- 
petitors, the Ambanis were focused on 
three things. 

First, they picked the right licenses. 
Their interests did not range from tea to 
telecommunications; rather, they had ex- 
ecuted a well-planned vertical integration 
strategy. Second, they built to scales un- 
heard of in Indian business. And third, they 
stuck to their knitting. 

There was sound logic here: The fur- 
ther away Reliance was from downstream 
markets, the less likely it was to face elastic 
demand. When it operated downstream, it 
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ruthlessly eliminated rivals, by means that 
were fair and dodgy. When it went up- 
stream, Reliance chose industries’ to’ èn- 
sure that its main competitors were 


state-owned Indian companies, Such ri- 


vals were not exactly efficient, and being 
state-owned, they were more likely to re- 
main protected. This made those sectors of 
the Indian economy the last to be liberal- 
ized, which benefited Reliance as well. 

In contrast to Reliance’s strategic for- 
ays, some Asian conglomerates made op- 
portunistic investments during the boom 
years of 1993-1997, when their currencies 
were stable, borrowing dollars was cheap, 
and China was opening up, with Vietnam, 
Cambodia and Burma not far behind. Asian 
family businesses chose to grow horizon- 
tally into unrelated areas when capital 
flowed freely from international lenders. 

The weaknesses of such a strategy be- 
came apparent during the Asian crisis: 
When capital got scarce, demand for trans- 
parency increased, and as interest rates 
rose it became difficult for some conglom- 
erates to sustain all their businesses. The 
conditions that nurtured those conglom- 
erates evaporated as liquidity tightened 
and state control weakened. 

However, while Reliance remained fo- 
cused on its “knitting” till the late 1990s, 


"as Dhirubhai’s health declined—he had 


suffered a stroke in the 1980s—the sons be- 
gan looking for new opportunities. Things 
began to fall apart; the center could not 
hold. Mukesh wanted to set up the world’s 
largest mobile telecommunications net- 
work in India. Anil’s interests lay in energy 
and finance. All may be sound business 
propositions. But whether Reliance should 
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run them is a different question. 

The first inkling of sibling rivalry came 
when Anil skipped the launch of Reliance’s 
cellular phone business, Mukesh’s pet proj- 
ect. While Reliance’s mobile phones are 
becoming ubiquitous in many parts of In- 
dia, the venture has guzzled cash. That 
business is privately held, but the publicly 
listed flagship has invested huge amounts 
in it. Arguably, it remains afloat because of 
the listed company’s backing. Anil has 
raised questions about the lack of transpar- 
ency in that investment and in Mukesh re- 
ceiving a chunk of shares at cost, a deal 
Mukesh has subsequently canceled. All of 
which points to potential corporate gover- 
nance lapses. 

Foreign investors have noted the chang- 
es. CLSA Asset Management has expressed 
concern over “lack of transparency, board 
independence, and relatively lower corpo- 
rate-governance rankings.” Standard & 
Poor’s, the credit rating agency, believes 
Reliance’s newer businesses may suffer 
more, and has hinted that it might review 
Reliance’s credit rating (currently BB). 

Janus-faced Reliance has personified 
the best and worst traits of Indian entre- 
preneurship. At its best, it is a Porter case 
study, a technology leader and a world- 
class firm that capitalizes on economies of 
scale. At its worst, it is like an East Asian 
empire built on guanxi. Mukesh is efficient 
and ruthless. Anil has the wiles and the 
charm. 

What makes it a fascinating company is 
that like the brothers, Reliance contains el- 
ements of both the good and bad traits. The 
technology it chose was vastly superior. 
But instead of letting the market decide 
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that, Reliance creatively utilized and 
manipulated loopholes in Indian laws so 
that its revenue streams remained uninter- 
rupted and its profitability stayed high. Its 
rivals’ revenues deteriorated as they were 
crippled by duties, if not by a slump in 
demand. 

That’s fascinating as the plot of a novel. 
But the real lessons here are quite mun- 
dane. What the Reliance dispute has 
revealed is exactly what the Asian crisis 


‘taught us about family-run conglomerates: 


Even when performance is high, there is 
an urgent need for higher standards of 
corporate disclosure and governance. 

An exceptional family may have 
launched Reliance, but it is no longer the 
property of a family. Clearer rules must 
govern how the group’s cash resources are 
invested in new businesses, particularly 
those in which the promoters have 
a stake. 

There are conflicts of interest. The in- 
vestment companies that effectively control 
Reliance remain shrouded in deep mystery. 
They change their names, and their rela- 
tionship with one another, without any 
known reason. As the layer of intermediary 
companies thickens, it becomes harder for 
the shareholders of the listed company to 
trace the ownership pattern.Why? 

Dhirubhai Ambani used to take justi- 
fied pride in having established the equity 
cult in India, and Reliance has, in the past, 
won awards for corporate governance. The 
murky details that have emerged in the 
past few weeks may convince some observ- 
ers of exactly what the group strenuously 
tried to deny: that, in the end, Reliance is 
just another Asian family business. = 








Just Another Family Business 
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China’s Economic 
Outlook for 2005 





THE REVIEW ASKED several of China’s leading economists and 


financial sector professionals to give their predictions of the coun- 


try’s growth prospects over the coming year. A recurring theme was 


optimism that despite a long-anticipated slowdown, the economy’s 


fundamentals are solid and the will to reform remains strong. 


A Year 
for Action 


by Hong Liang 


FTER A RATHER choppy 2004, 
A largely owing to the significant 
negative policy shock in the sec- 
ond quarter, expect less policy surprises 
and less volatility in the real economy this 
year. China’s growth will “soft land” be- 
fore taking up some more speed going into 
2006, amid more decisive moves from ad- 
ministrative controls towards a gradual 
process of interest-rate and exchange-rate 
normalization. Growth will slow to 8.1%, 


compared with an estimated growth of 
8.8% in the fourth quarter of last year, but 
will likely pick up to 8.5% in 2006. 

However, this “slower 2005 but better 
2006” outlook depends on further impor- 
tant policy changes taking place, particu- 
larly adjustment in the exchange rate. If 
these are postponed in 2005, growth 
would be stronger in 2005, but at the ex- 
pense of 2006. 

On the other hand, inflation should 
surprise on the downside in 2005 at about 
2.6%, compared with the consensus fore- 
cast of 3.7%. The main reasons behind this 
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lower inflation trajectory are two-fold: 

First, policy tightening, in particular 
the sharp credit slowdown in 2004, is ex- 
pected to result in domestic demand grow- 
ing at a slower pace in 2005, thereby 
putting less pressures on domestic capac- 
ity. Second, there have been significant 
supply responses in areas where price 
surges took place in late 2003, such as 
grains, cotton and electricity production, 
as well as faster-than-expected de-bottle- 
necking in transportation. For many com- 
modities, including grains, the supply 
responses have come from both within and 
outside China, as the market in general ex- 
pects China’s strong demand for commod- 
ities to be more than a temporary spike. 
Therefore, expect softer cP! inflation pres- 
sures in 2005 as food price inflation and 
additional oil price inflation dissipate. 

However, despite slowing activities 
and inflation, there remains the need for 
policy makers to tighten financial condi- 
tions through interest-rate and exchange- 
rate normalization, and switch away from 
blunt administrative controls. The re- 
maining agenda for policy fine-tuning is 
no easy task, because it requires policy 
makers to put more faith in the markets 
for resource allocation. It is likely to be a 
long and gradual process. Therefore, ex- 
pect some more “bumpiness” in policy ex- 
ecution, which will also lead to bumps in 
the real economy, in the near term. But 
such policies gyrations will likely be much 
more limited in 2005. 

This then leaves the timing and magni- 
tude of currency change as the biggest po- 
tential surprise for 2005. Without a 
currency revaluation, interest-rate hikes 
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will reduce the costs of speculation by in- 
creasing the interest rate differentials be- 
tween the dollar and the yuan, and thus 

resulting in more forex inflows. Following 
the 27 basis points interest rate hike at the 

end of October, China’s foreign exchange 

rate reserves surged by close to $70 billion 

in the last two months of 2004, compared 

with an average of $12 billion per month 

over the previous 10 months. On the other 

hand, if the yuan appreciates, in particular 

by a non-trivial amount, monetary policy, 
including credit provision, is likely to take 

a more accommodative stance toward do- 
mestic demand. 

So, will the proc hike or revalue? The 
risk-reward calculus for keeping the peg 
has become less and less appealing, even 
in the eyes of Chinese policy makers. One 
more complication is that inflation has 
surprised on the downside in the last few 
months, and will likely continue to do so 
in the next two quarters. It will be ex- 
tremely challenging politically for the 
PBoC to hike rates if cp1 inflation is at 2% 
and falling. On the other hand, inflation 
expectations have not been fully con- 
tained. Persistent dollar weakness and the 
undervaluation of the yuan are putting 
pressure on upstream inflation and down- 
stream producers’ margins, besides at- 
tracting large forex inflows. 

Under this circumstance, a yuan reval- 
uation is a more appropriate policy re- 
sponse because it will directly address 
imported upstream inflation, as well as 
ease forex inflows and thereby reduce the 
pressures pushing up real estate prices. 
The deflationary impact from currency ap- 
preciation on downstream prices would be 
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minimal because the pass-through has 
been proven weak following the dollar fall; 
consequently, the impact of currency ap- 
preciation is mostly likely to be felt through 
alleviation of margin squeeze on the 
downstream producers. Hence, a yuan re- 
valuation could happen at any time. 

Relative to these macro policy issues, 
progress or inaction on the structural re- 
form frontier has always had more bearing 
on China’s long-term growth prospects. 
This year will see action on banking-sector 
reform, as the clock ticks down for domes- 
tic banks to get in shape before the “for- 
eign devils” come in by the end of 2006. 
On the other hand, capital market reforms 
will continue to progress slowly, although 
gpit has a good chance to be launched this 
year. The inefficient financial system is the 
true “bottleneck” for China’s medium- 
term growth. Progress in reducing its inef- 
ficiency would yield significant “reform 
dividends” for years to come. 


Sustainable 
Growth 


by Xiao Geng 


HIS YEAR WILL be one of little 
T significance for China’s macro 

economy, which means 8% 
growth with few shocks. 

Given the many challenges facing Chi- 
na, why such strong confidence? The an- 
swer may be obvious to business executives 
in China, but it has taken economists a lot 


of research effort to understand. The 
country’s most important firms are in the 
middle of a quiet productivity revolution 
that is going to transform not just Chinese 
enterprises and cities, but also eventually 
the global economic landscape. 

In the past few years, too much atten- 
tion has been paid to China’s macroecono- 
my, largely due to exciting business cycles. 
However, hidden behind the headlines are 
deep structural and institutional changes: 
ever intensifying market competition, on- 
going inflows of FDI, rapid expansion of 
both exports and imports, quiet but steady 
privatization, chaotic but breathtaking im- 
provement in the regulatory environment, 
and finally the transformation of urban in- 
frastructure in many leading cities. 

A key question linking the macro- and 
microeconomics of China’s development . 
is the effects of these changes on produc- 
tivity. If there is no productivity improve- 
ment, China’s high growth is simply 
borrowed prosperity, driven by the expan- 
sion of investment in the past and the rise 
of non-performing loans in the future. 
Many observers have rightly pointed out 
that China’s statistics so far show no im- 
pressive productivity growth. But China 
is too big and too diverse for the data to 
show what is really happening. 

Working closely with researchers at 
the National Bureau of Statistics of China, 
my colleagues and I discovered that the 
average annual growth of total factor pro- 
ductivity in China’s large and medium- 
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sized industrial enterprises sector is as 
high as 6.8%, with a steep rising trend dur- 
ing 1996-2002. This productivity revolu- 
tion is driven mainly by frontier 
technological catching up. In another 
words, the high growth in China is sus- 
tainable if the productivity gaps between 
the best and the average are narrowed in 
the future through intensifying competi- 
tion, privatization and improvements in 
the regulatory environment. 

We also found that the debt quality of 
the large and medium-sized industrial en- 
terprises improved sharply after 1998 due 
to improving profitability as well as a shift 
of debt capital from less profitable to more 
profitable firms. While the overall improve- 
ment in enterprise profitability is likely to 
be associated with business cycles, the bet- 
ter allocation of debt capital observed in 
our study is clearly linked to better perfor- 
mance of banking and debt markets. 

In a separate study on China’s FDI in- 
flows, we also found that the round trip- 
ping FDI (e.g. FDI suspected to be domestic 
capital or unverifiable to be foreign origin) 
accounts on average for about 40% of Chi- 
na’s total FDI inflows during the last de- 
cade. During the same period, China’s 
total capital flight, including that due to 
misinvoicing of imports and exports, was 
actually larger than China’s total FDI in- 
flows. These findings indicate that FDI in 
China, although important in bringing ad- 
vanced technology, is not important quan- 
titatively as a capital input in supporting 
China’s growth. Because China’s high 
growth is not dependent on net inflows of 
foreign capital, it is more sustainable. 

The huge technological gaps between 


China and the advanced economies, be- 
tween the best and worst firms within the 
country, and between the coastal and in- 
land regions are all driving forces for rap- 
id productivity growth. Competition in 
each industry will be as fierce as ever, and 
the race between ever-rising volumes of 
market transactions and slowly improving 
market and regulatory infrastructure will 
intensify. In the middle of this productiv- 
ity revolution, it is wise for the govern- 
ment to minimize macro shocks so as to 
allow the market forces to play out in 
spreading frontier technology, allocating 
inputs and finding equilibrium prices. The 
government on the other hand should fo- 
cus on the longer-term objective, improv- 
ing the market and regulatory 
infrastructure so property rights can be 
delineated clearly, exchanged efficiently 
and enforced fairly. 


Five Points 
to Watch 


by Dong Tao 


FTER FIVE YEARS of accelerat- 
A ing growth, the Chinese econo- 

my started showing signs of 
overheating in 2004, particularly in the 
area of investment. This prompted the 
government to launch a drastic credit 
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tightening campaign in April last year, and 
to raise interest rates in October for the 
first time since 1995. 2005 is likely to be a 
year of adjustment. Changes in the follow- 
ing five areas will dominate the direction 
of the Chinese economy this year: 

æ Exchange rate The Central Econom- 
ic Working Conference last December set 
the tone for policies in 2005. But perhaps 
the most important policy change of the 
year, the value of the yuan, was notably ab- 
sent from the concluding statement of the 
conference. This was not a surprise given 
the heavy speculation on the currency, 
both domestically and internationally. 

However, this does not mean that Bei- 
jing has no plans to adjust its de facto peg 
to the U.S. dollar. Since February 2002, the 
dollar has depreciated by 59% against the 
euro, and 29% on trade-weighted basis; 
the yuan has followed the trend, despite 
totally different fundamentals. While the 
U.S. dollar peg has played a positive role in 
anchoring China’s exports and FDI in the 
past, its negative side effects have become 
increasingly evident. The peg has left little 
room for China to execute independent 
monetary policy, which was one of the rea- 
sons behind last year’s overheating. It also 
fuelled imported inflation. On the other 
hand, Beijing is reluctant to pull the trig- 
ger while speculation remains rife. 

It is only a matter of time before China 
abandons the dollar peg, as no large coun- 
try can afford to surrender its monetary 
policy to another. The trigger will be pulled 
from the highest echelon of Beijing’s deci- 
sion-making circle, but “hot money” flows 
make the timing of the move hard to deci- 
pher. There is a window of opportunity for 





a change to take place between the Chi- 
nese New Year, February 9, and mid-2005. 
This could be in the form of a simple wid- 
ening of the yuan’s trading band, possibly 

with 3% to 5% of appreciation. The focus 

would be on the exchange rate regime, in- 
stead of the exchange rate per se. 

æ Inflation Inflation has moderated as 
quickly as it accelerated, and for the same 
reason—food prices. With a bumper har- 
vest in China and the rest of the world, 
food prices are now set to decline. How- 
ever, falling agricultural prices are not ide- 
al, given the government’s attempts to 
raise income levels in rural areas. Mean- 
while, cost-push inflation appears to be 
brewing, as rising material costs are evi- 
dently being transmitted to downstream 
producers now. 

Food inflation, the largest factor behind 
rising inflation, probably peaked in 2004. 
However, virtually all the other compo- 
nents in the cpr basket—fuel, commodities, 
rents, wages, electricity, transportation, 
health care, education, legal and agency 
fees etc.—are likely to rise. China is cur- 
rently lodged in a period between food- 
driven inflation and cost-push inflation. 
Consumer-price inflation will bounce back 
to 5% to 6% later this year, putting upward 
pressure on interest rates. 

æ Austerity program Austerity mea- 
sures have shifted from administrative in- 
tervention on banks’ lending practices to 
more market-oriented methods, The focus 
is now on fine-tuning monetary and land 
policies. Anecdotally, liquidity conditions 
have eased despite Beijing’s cautious tone. 
Investment projects that were put on hold 
last summer are mostly back in business 
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and new projects are getting the go-ahead. 
The economy appears to be reaccelerating, 
and we anticipate demand to pick up in 

coming months. Whether the government 

will launch a new round of tightening 

measures will depend on if inflation re- 
bounds and bottlenecks worsen. 

® Banking reform The government in- 
jected $45 billion into two state banks at 
the end of 2003 and allowed banks greater 
flexibility to adjust their interest rates in 
2004. A few foreign entities are allowed to 
buy astake in Chinese banks. However, or- 
ganic restructuring within banks was 
overwhelmed by the credit frenzy in early 
2004 and then the austerity program. Ex- 
pect a few more acquisitions by foreign 
banks this year. Whether well-publicized 
domestic banks will launch 1P0s in over- 
seas markets depends on market condi- 
tions. But the crucial test will be whether 
Chinese banks can establish a market- and 
profit-oriented management that can 
properly control credit risk. 

With only two years to go before wro- 
induced foreign competition gets under- 
way, preparations by Chinese banks so far 
have been grossly inadequate. From opera- 
tion models to risk management abilities, 
from cost cutting to corporate governance, 
much more must be done. It boils down to 
improving profitability and strengthening 
risk management abilities. This year may 
be another disappointment in this regard. 

æ Rural problems Last year saw a turn- 
around in rural income, thanks to double- 
digit growth in agricultural prices and 
wage increases among migrant workers. 
On average, rural incomes rose by 8%, the 
fastest growth rate since 1996. However, 








productivity gains in the rural sector have 

been slow and production costs are rising 
rapidly. There is still significant underem- 
ploynient in the rural sector waiting to be 

industrialized. 

So 2005 will be a crucial year, when we 
see whether the rise in food production 
translates into a rise in farmers’ incomes 
or a decline in prices. The Wen adminis- 
tration placed significant emphasis on de- 
veloping the rural sector last year; some of 
the results may start to emerge in 2005. 


More of the Same 
by Fang Xinghai 
AST JANUARY AT the World 


Economic Forum in Davos, I 
was one of very few people ar- 


L 


guing that the yuan ought not to be reval- 
ued against the U.S. dollar, and that it 
would not be. In fact, several prominent 


participants in that forum confidently pre- 
dicted that the yuan would appreciate at 
least by 10% against the dollar by the end 
of 2004. My reasoning then was simple: 
You don’t fix something that has served 
you very well. Under this nominal dollar 
anchor since the mid 1990s, China’s mac- 
roeconomic fluctuations have markedly 
diminished compared with the previous 
years. Meanwhile, exports and rp1 have 
surged, and growth has been stellar. 
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Entering 2005, China faces a number 
of macroeconomic challenges. Among 
them, the biggest is over-investment. So 
far this has been most clearly manifested 
in the car industry. Signs of over-invest- 
ment in properties are also emerging in a 
few large cities. 

So, will China raise interest rates sub- 
stantially in 2005 to cool down invest- 
ments? Not likely, unless inflation rises 
significantly. The entire industrial sector 
and the property sector are vehemently 
against any hike in the interest rate. Given 
a strong preference for consensus decision- 
making in China, it is out of the question 
to use interest rates as an instrument to 
pre-empt an investment bubble. 

The only thing that can move interest 
rates in China is inflation. But since last 
year’s inflation was caused by investment, 
not by consumption, it is hard to envision 
that inflation will continue to be high this 
year (i.e. above 4% to 5%). Overcapacity is 
already appearing in some sectors. We can 
expect China to increase its benchmark 
one-year deposit rate to about 2.75% from 
2.25% currently over the course of this 
year, probably in two hikes of 25 basis 
points each. Anything more than that will 
be a surprise to me. 

This 0.5 percentage-point hike won’t 
be enough to restrain investment. So the 
central bank will continue to aggressively 
use central bank bills to soak up liquidity. 
Less liquidity means fewer loans for in- 
vestment. Since there hasn’t been any for- 
mal rule governing the use of central bank 
bills, the central bank has a considerable 
amount of freedom as to how many bills it 
can issue and when it will issue them. 


One important difference between the 
over-investment now and that of 1992-94 
is that the properties, car factories and 
other industrial plants built this time 
around are mostly of world-class quality. 
Since secular demand for property is ris- 
ing at a fast pace, any over-investment in 
the property sector is likely of atemporary 
nature. Car demand clearly has not risen 
as fast as some car manufacturers had 
thought a year or two ago. But China sure- 
ly can export cars, just as some smaller car 
makers are already doing. 

Too much investment is a big concern 
anywhere. But in a fast-growing and low- 
cost.economy like China’s, one can be a lit- 
tle bit more sanguine. I expect that China’s 
macroeconomic managers will monitor 
the investment situation closely and they 
will take actions promptly as things unfold. 
China’s fiscal policy has already shifted to 
a neutral stance. The remaining pressure 
from investment should be adequately 
dealt with by monetary policies and if 
needed, more administrative measures. 

During 2005, China will most likely not 
significantly change its exchange rate and 
surely will not change the exchange rate 
regime. It is possible that China may re- 
value the yuan against the U.S. dollar by 
2% to 3 %, since the dollar has declined so 
much against other major currencies. Chi- 
na’s trade surplus isn’t big and can easily 
disappear if oil prices rise further. There- 
fore, anyone who pushes for a large appre- 
ciation of the yuan will face severe 
objections and criticism from the export 
sector and other constituencies. 

Then what about all that legendary hot 
money that will continue to flow into Chi- 
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na if the yuan doesn’t appreciate? Well, 
the hot money turns out not to be so hot at 
all, since itis all in properties and factories. 


The stock market, which would very much - 


like some hot money, hasn’t seen any. 

Indeed, if China can somehow keep the 
expectation of yuan appreciation alive and 
thus attract more money to flow in (in the 
form of equity and not debt capital), then 
I believe that on balance it would be good 
for the economy. China could use this 
money, which ends up in foreign exchange 
reserves, to speed up the construction of 
large-scale projects such as the massive 
south-to-north aqueducts and the nation- 
al highway system. 

The real challenge for China is not how 
to maintain macroeconomic stability, for 
that is not difficult. It is how to build up an 
efficient financial system very quickly. 
China should make a good use of the am- 
ple liquidity in the system and huge for- 
eign exchange reserves to reach that goal. 


Mild Slowdown 
by Jun Ma 


HINA’S GROWTH SHOULD mod- 
C erate gradually to 8.4% in 2005 

from 9.3% last year. The most 
visible slowdown will be in investments 
and exports. 

The growth of real gross capital forma- 
tion is likely to decelerate to 13% from 
around 16% last year, initially reflecting the 
economic tightening measures put in place 
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since the second quarter of 2004. Starting 
in the second half of 2005, the deceleration 

in earnings growth and slowdown in ex- 
port demand will begin to constrain invest- 
ment growth, as firms will become less 

motivated to launch new projects. By then, 
administrative controls on investment 

projects will become largely redundant. 

On the other hand, fixed-asset invest- 
ment growth will not collapse to single 
digit levels, as demand for real estate is 
likely to continue to grow at more than 
20%, and rural areas as well as infrastruc- 
ture, energy, and environmental sectors 
will still require massive investments. 

Merchandise export growth will also 
moderate to 20% from last year’s 34%, for 
several reasons. The slowdown in the in- 
dustrialized countries’ growth will ex- 
plain about five percentage points’ drop in 
China’s export growth. The yuan’s trade- 
weighted value has declined by an average 
of about 4% this year due to the sharp de- 
preciation of the U.S. dollar against other 
major currencies. This pace of deprecia- 
tion may not be repeated in 2005, and 
there is even a possibility that the yuan 
may begin to strengthen. 

Despite the expected elimination of 
textile quotas on developing countries 
from January 2005 under the wTo agree- 
ment, many OECD countries will raise 
trade barriers against China, especially on 
apparel, electronics and furniture. China 
itself is moving towards imposing self-re- 
straints (e.g., an export tax on textiles and 
apparel) in order to avoid such penalties. 
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However, the down-side risks to Chi- 
na’s growth are limited by a few factors. 
First, robust domestic consumption will 
serve as a cushion against the slowdown 
in investment and exports. The record 
high growth in rural income will signifi- 
cantly improve the purchasing power of 
farmers, whose propensity to spend is 
higher than urban residents. With the re- 
sumption of auto financing and the end to 
the “waiting game” after the January tar- 
iff cuts, auto demand will also likely pick 
up steam. Second, net exports will likely 
shrink at a slower pace, thanks in part to 
stabilizing commodities prices, therefore 
contributing less of a drag on growth. 

The official investment-to-GpP ratio is 
misleading in assessing “investment over- 
heating.” Many analysts have argued that 
because China’s gross capital formation 
accounted for 43% of GDP in 2003,among 
the highest in the world, the country’s in- 
vestment will have to collapse. But this 
calculation is based on inaccurate official 
figures that grossly understate the actual 
levels of cpp. China’s very high tax rates—a 
33% corporate profit tax and a 45% top 
marginal rate on personal income—dis- 
courage reporting of economic activity. 
Assuming conservatively that China’s GDP 
underestimation is on the order of 30% to 
40%, it means that the country’s actual in- 
vestment-to-GDP ratio was only 30% to 
33% in 2003. 

Another useful perspective for assess- 
ing the extent of investment overheating 
‘is to look at inflation. Consumer-price in- 
flation is now below 3%, within virtually 
everybody’s comfort zone, suggesting that 
at the aggregate level demand and supply 
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are broadly balanced. Given the persistent 
real demand for investments due to urban- 
ization and relatively low penetration rates 
of quality housing and other raw material- 
intensive consumer items, China will sus- 
tain afew more years ofinvestment growth 
higher than Gpp growth. 

The key policy-making bodies have 
agreed on the overall direction of curren- 
cy reform, but have yet to form a consen- 
sus on the exact timing of the policy 
change. That is, the issue is no longer 
whether China will revalue the yuan, but 
rather when and how. A time frame of six 
to 12 months is. most likely. Two key fac- 
tors will influence the timing of China’s 
currency-regime change: 

First, as Premier Wen Jiabao and PBOC 
Deputy Governor Li Ruogu officially stat- 
ed, China will not allow a regime change 
when market expectation for revaluation 
is strong. The fact that speculation surged 
in recent months suggests that a policy 
shift is not imminent. The pBoc does not 
want to “reward” speculators. 

Second, China is using this window of 
opportunity to build its market infrastruc- 
ture for the trading of yuan hedging prod- 
ucts. As of now, firms can buy or sell 
forwards with maturities of up to 12 
months in the on-shore market. However, 
yuan forwards with maturities beyond one 
year and currency swaps are not yet avail- 
able. In addition, the forward market can 
only handle a tiny fraction of the poten- 
tially huge hedging demand arising from 
China’s $1.2 trillion international trade per 
year. Thus the creation of more market 
makers is needed to improve the liquidity 
of the spot and forward markets. W 
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Show Brotherly 
Love for Taiwan 


by He Guanghu 





T’S UP TO MAN to control 
whether there is war or 
peace in the Taiwan 
Strait. In isolated Taiwan, 
nobody would dare to 
start a war. Although people at all levels 
have varied opinions and debate vigorous- 
ly, on tbis issue there is a high degree of 
consensus—“Don’t fire the first shot!” 

On the mainland, it seems that every- 
body puts the emphasis on “reunification.” 
No matter who you talk to, even those who 





have given no thought to the difficult ques- 
tion of independence or reunification, at 
least on the surface they will speak with 
one voice—“Don’t hesitate to use force!” 
If we take the people on each side of the 
Strait as a single entity, the Taiwanese re- 
semble a younger brother who wants to 
“break off from the family,” but definitely 
doesn’t Want to start a fight. The people on 
the mainland are like the older brother— 
“Never let him split from the family; if he 
splits the family, we'll beat him to death.” 





Just because a younger brother wants 
to split off from the family, the older 
brother wants to kill him—in a modern so- 
ciety, isn’t this attitude a little bit barbar- 
ic? Isn’t this way of thinking a tad foolish? 
In this day and age, isn’t this kind of ac- 
tion rather backward? Isn’t treating peo- 
ple this way a crime? 

In the past few years, our society has 
made progress in many respects, and on 
many issues we can listen to different voic- 


` es, and constructive criticism has started to 


have a corrective effect. Therefore, even 
though the decline of morality is shocking, 
and the tendency to follow the crowd is 
strong, I believe it is still possible to deter- 





aw Mr. He is a professor of philosophy at Peo- 
ple’s University in Beijing and a delegate to the 
National People’s Congress. This article was 
originally posted on November 18, 2004 on the 
Beijing-based Web site www.yannan.cn under 
the title “The Taiwan Strait Needs Peace, Not 
War.” The site is run by Guo Qionghu with the 
stated purpose of cultural and artistic exchange. 
The translation is by Hugo Restall. 
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mine right from wrong, and conscience will 

not be entirely extinguished. Because of 
this, it is crucial that on the great issue of 
war and peace with Taiwan, different voic- 
es must be allowed to speak out, and differ- 
ent viewpoints considered. That’s because, 
when you talk about Taiwanese indepen- 
dence and reunification, war and peace, it’s 

a matter of vital importance to the hun- 
dreds of millions of ordinary people. 

Of course, this great issue is much more 
complicated than the brother analogy 
above. So let’s look at this matter more 
closely and see what conclusions we can 


reach. 

HE MASS OF Taiwanese people 
T are not one whole, but rather 
they are a society made up of 23 
million individuals. In the last 110 years, 
this society was not ruled by mainland au- 
thorities for at least 105 years. For this rea- 
son, Taiwan has diverged politically from 
the mainland, and this is not the Taiwan- 
ese people’s fault. Consider that over the 
course of three or four generations, the re- 
sistance to Kuomintang rule was success- 
ful, the bans on other parties and 
publications have been removed, and elec- 
tions have spread from the grass roots up 

to the highest levels. 
So if under these circumstances, such 
a society (expressing itself through elec- 
tions) refuses to accept, or at least imme- 
diately accept, control by the mainland 
government, this is very natural and un- 
derstandable. Moreover it should be con- 
sidered and respected, since at the very 
least this is not a fault of the society, or a 
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crime committed by the Taiwan people. 
Making such an innocent society suffer 
the terror and destruction of war, obvious- 
ly this is not the conclusion we should 
reach. 

If we think about it, within Taiwan 
there are millions of people who do not 
support a rush toward independence, and 
in fact oppose independence. If we ignore 
all reason and persist in opening hostili- 
ties, isn’t that quite barbaric? 

Perhaps some people believe that going 
to war in the Taiwan Strait is not about 
killing a younger brother but preventing 
Taiwanese independence. Then we must 
think through the fact that, in an area the 
size of just two Beijings, and with a popu- 
lation the size of two Beijings, and on a 
small island with the same population 
density as Beijing, turning loose the full 
power and force of the Chinese military, 
including navy, army, air force and missile 
forces, will create a horrific slaughter. And 
if we then consider the involvement of 
American forces, and how innocent civil- 
ians would be drawn into the conflict, 
would it really be possible to decapitate 
the younger brother? Tens of thousand of 
innocent Taiwanese, including those who 
opposed independence, would be killed. 
So isn’t a war in the Taiwan Strait more 
than a little barbaric? 

So would war prevent Taiwanese inde- 
pendence? When one uses a means to at- 
tain an end, it can be called reasonable, but 
when one doesn’t achieve the end but still 
uses the same means, that’s foolishness. So 
let’s see, is war in the Taiwan Strait rea- 
sonable or foolish? 

Killing the little brother will not stop 
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Tens of thousands of innocent Taiwanese, including 
those who opposed independence, would be 
killed. So isn’t a war more than a little barbaric? 





the breakup of the family—suppose the 
younger brother’s family is wiped out, 
when his immediate family is dead, why 
would he care about the split in the ex- 
tended family? (Human beings, not things, 
make up a family.) Or suppose not every- 
body in the little brother’s family has been 
killed. Then the survivors would feel a 
deep sense of hate that would persist for a 
thousand generations.... 

At all times and in all countries, be- 
cause of various reasons, there have been 
some societies that wanted to separate 
from others, or unite with others. Hence 
the ancient Chinese saying, “Union comes 
after a long separation and separation 
comes after a long union, that’s the rule of 
all forces in the world.” 

In the past, this kind of “separation and 
union” or “unification and independence” 
were often resolved by military force, 
which inevitably brought humanitarian 

` tragedies, since “one man’s success is 
based on a thousand people’s bones.” But 
there also have been people with lofty ide- 
als who valued people’s lives more than 
emperors’ achievements, and showed su- 
perior courage and intelligence. They be- 
came well-known sages and men of virtue. 
Among them there were some great people 
that could shake hands with political en- 
emies despite prejudices and old grudges. 
Such people not only win awards for build- 
ing peace in this life, but also achieve great 





reputations for all posterity. 

Human civilization now has reached a 
point when it has become common sense 
for anyone with a good conscience to 
peacefully resolve any dispute, including 
disputes over independence and unifica- 
tion. No matter whether the result is uni- 
fication or separation, it is the progression 
of human conscience to reach one’s goal by 
civilized means instead of savage means. 
That is precisely why there are people in 
Scotland and northern Italy who want in- 
dependence, but neither would use mili- 
tary force. Who wins or loses in Flanders, 
Belgium or Quebec, Canada is not decided, 
but it won’t endanger anyone’s life. Czecho- 
slovakia split into two countries without 
the loss of a single life and they still get 
along peacefully... 

To undermine peace and start a war is 
the biggest crime a regime can commit, ac- 
cording to the traditions of civilization. 
Mencius said, “An emperor who gets rich 
but doesn’t practice benevolent rule is al- 
ready against Confucianism, how much 
more so if he instigates a war. People on 
the field will be killed if there is fighting 
for the field; people in a city will be killed 
if there is fighting for the city, that is ob- 
taining land by eating people, such a crime 
deserves the death penalty!” Confucius 
deemed human lives higher than anything 
else, and it is the highest crime to kill peo- 
ple for land... = 
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UNEASY PARTNERS: THE CONFLICT 
BETWEEN PUBLIC INTEREST AND 
PRIVATE PROFIT IN HONG KONG 
by Leo F. Goodstadt 
Hong Kong University Press, 

337 pages, HK$225 


HONG KONG’S TORTUOUS 
DEMOCRATIZATION 
by Ming Sing 
RoutledgeCurzon, 303 pages, £70 





Reviewed by DANNY GITTINGS 
i SK WHY HONG KONG is still de- 
nied any meaningful degree of 
democracy and the stock answer 
comes back that it’s Beijing’s fault. That’s 
true as far as it goes: China’s fear of al- 
lowing democratic values to take root in 
even a tiny portion of their territory was 
evident again last year, when the central 
government banned Hong Kong from in- 
troducing universal suffrage for its next 
elections in 2007-08. 

But the story of how China continues to 
get away with denying the vote to inhabit- 
ants of such a modern and prosperous city 
when so many autocrats elsewhere in the 
world have been unable to resist the dem- 
ocratic tide involves far more than simply 
the paranoia of Beijing’s Communist rul- 
ers. Two new books shed light on some of 
the other factors at work: the reluctance 
of the territory’s former British rulers 
to allowing their colonial subjects to ex- 
ercise the same democratic rights cher- 





œ- Mr. Gittings, a journalist in Hong Kong since 
1990, is The Asian Wall Street Journal’s deputy 
editorial page editor. 


ished back home, and—perhaps a greater 
surprise—the lack of popular enthusiasm 
in Hong Kong for pushing the cause of de- 
mocracy more vigorously. 

Leo Goodstadt is scathing in his in- 
dictment of the colonial, and often racist, 
attitudes of the predominantly British ex- 
patriates who enjoyed prominence before 
the 1997 change of sovereignty. He paints 
a picture of an elite class that had little 
contact with the local population, living 
in “government quarters that provided a 
physical refuge from the rest of the com- 
munity” and enjoying special privileges 
that, in some cases, persisted until the fi- 
nal days of British rule. It’s an indictment 
all the more striking given that the author 
is himself a British expatriate (and former 
deputy editor of the REVIEW) who lived 
in Hong Kong for decades and served at 
the heart of the colonial administration as 
head of the government’s think tank under 
the last two British-appointed governors. 

He argues that the anti-democratic 
mindset of this group, rather than pres- 
sure from Beijing or London, was primarily 
responsible for the absence of any mean- 
ingful political reform throughout most of 
the colonial era. It’s true that when Brit- 
ain did belatedly try to make up for lost 
time during its final decade of rule, Chi- 
na—with its eye on its forthcoming recov- 
ery of Hong Kong—loudly denounced then 
Governor Chris Patten’s democratization 
efforts, and promptly reversed them after 
the 1997 handover. But Mr. Goodstadt sug- 
gests that, in earlier decades, the bogey- 
man of Beijing’s opposition served as an 
easy excuse for colonial rulers who were 
no more enthusiastic about the idea of de- 
mocracy than China’s Communists. 
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He points to the 1950s and ’60s, a time 
when China was convulsed in internal tur- 
moil and hardly likely to pay any attention 
to political arrangements in Hong Kong. 
Yet still the myth was allowed to persist 
that Beijing’s opposition was responsible 
for the absence of any moves toward de- 
mocracy even during that period. 

That was also a period when the British 
government ordered its colonies to move 
toward self-government. Yet its appoin- 
tees in Hong Kong, such as then Governor 
Sir Alexander Grantham, so disliked what 
they dismissively derided as “catchwords 
such as democracy” that they refused to 
obey the instruction. In a manner wor- 
thy of the British television comedy series 
Yes Minister, they browbeat their bosses in 
London into a U-turn, and fought off plans 
to introduce a democratically elected leg- 
islature—something Hong Kong still lacks 
half a century later. 

Mr. Goodstadt sees this aversion to 
elections as’part of a deep-rooted, and to 
some extent racially driven belief that the 
territory’s predominantly ethnic Chinese 
community was simply not up to the task 
of governing itself: 


Opposition to democratic progress was 
an important ingredient in the colonial 
culture, as is evident from the way expa- 
triates repeated their hostile views even 
after retirement, when they were no lon- 
ger obliged to reproduce the official line. In 
1979, Sir Jack Cater, the head of the Civil 
Service, tried to get the colonial adminis- 
tration to comprehend how short-sighted 
its rejection of political reform was. He 
was opposed by the Governor, Sir Murray 
MacLehose, and failed to win the support 
of either his colleagues or the representa- 
tives of the business elite. Cater was out of 
step with colonial culture. 


The preference instead was for what 
one colonial official called “Hong Kong’s 


version of Athenian democracy.” Rather 
than go to the inconvenience of holding 
elections, professionals, business leaders 
and other members of the great and the 
good were handpicked to offer advice to 
the government. By contrast, members of 
the middle class who dared to raise the de- 
mocracy issue in even the most tentative 
manner were treated with intense suspi- 
cion and investigated by the police. 

As Mr. Goodstadt points out, the folly 
of such a system, even from Britain’s per- 
spective, was graphically illustrated in 
the run-up to the 1997 handover. As these 
appointees switched sides to curry favor 
with Hong Kong’s new masters, the colo- 
nial administration was left to rely on the 
pro-democracy elements it had previously 
kept at arms length. 

Although there are some interesting in- 
sights into Tung Chee Hwa’s mishandling 
of the 2003 outbreak of Severe Acute Re- 
spiratory Syndrome, as well as the alien- 
ation of Hong Kong’s middle class that 
culminated in a series of massive street 
protests over the past two years, this is a 
primarily a book for those interested in 
Hong Kong’s pre-1997 history. Mr. Good- 
stadt’s disdain for the colonial elite leads 
him to include scathing chapters on the 
corruption that bedeviled Hong Kong dur- 
ing earlier decades of colonial rule, and the 
unfair trading advantages enjoyed by Brit- 
ish businesses. 

Only when it comes to Hongkong Bank, 
which the author calls “the ultimate sur- 
vivor,” is it possible to detect a note of 
grudging admiration. He describes how 
this most colonial of companies grew into 
one of the world’s banking giants (now 
known as HSBC) by picking winners like Li 
Ka-shing from the ranks of up-and-com- 
ing Chinese entrepreneurs, and resisting 
the temptation to back failing businesses 
owned by fellow British expatriates. 

It’s common to hear Hong Kong people 
praise colonial rule these days, especially 
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in the light of all Mr. Tung’s mishaps. And 
there’s no doubt that, having presided over 
the emergence of one of the world’s largest 
trading economies, Britain has much to be 
proud of in its track record in Hong Kong. 
This, however, is an insider’s account of 


how it fell short. 
difficult task of arguing that, in 
addition to British obstruction- 
ism, Hong Kong people’s lack of democrat- 
ic fervor has also played a part in making it 
easier for China to deny the territory uni- 
versal suffrage. That might seem counter- 
intuitive when half a million people took 
to the streets last July 1 to protest Beijing’s 
banning of universal suffrage in 2007-08, 
and an even larger number demonstrated 
a year earlier against a national-security 
law to restrict Hong Kong’s civil liberties. 
Indeed his book suffers greatly from not 
having been updated to take account of at 
least the aftermath of the 2003 protest. 

Nonetheless, that weakness doesn’t ne- 
gate his overall analysis. Anyone who fol- 
lowed Hong Kong politics during the early 
1990s, when Beijing and London battled 
over Mr. Patten’s efforts to make up for 
his country’s earlier omissions and put 
in place a modicum of democracy before 
Britain departed, will remember the Hong 
Kong public’s often half-hearted support 
for his initiative. 

London had belatedly become more en- 
thusiastic about introducing democracy 
than a population which it had let down 
for so long, and which worried about the 
consequences of Beijing’s wrath after the 
protection offered by British rule was 
gone. That meant, as Mr. Sing notes, public 
opinion was evenly divided over whether 
to support Mr. Patten’s electoral reforms 
by the time they finally came before Hong 
Kong’s legislature in 1994. 


ING SING TAKES on the more 


In their hearts, Hong Kong people may 
desire full democracy as much as any- 
one else. In the privacy of the ballot box 
they’ve demonstrated this by voting over- 
whelmingly for pro-democracy candidates 
in the legislative seats chosen through 
universal suffrage. But Mr. Sing, an aca- 
demic at the City University of Hong Kong, 
points to opinion surveys that have repeat- 
edly shown how a pragmatic population 
wavers when it comes to confronting Bei- ’ 
jing. He argues that this is primarily be- 
cause Hong Kong people already enjoy 
many of the freedoms whose absence is 
the catalyst for change in other non-de- 
mocracies: 


While civil liberties, stability, prosper- 
ity and rule of law have been enormous- 
ly cherished by Hong Kong people, their 
prolonged presence under its former non- 
democratic system have fostered a popu- 
lar belief that democratic institutions are 

only enhancing, rather than necessary, for 
the enjoyment of these issues. Owing to the 

limited extent of the experience of democ- 
racy of the people of Hong Kong, commit- 
ment to democratic institutions has been 

far from overwhelming and intensive. 


Mr. Sing contends that only when civ- 
il liberties come under threat will Hong 
Kong people come out and openly chal- 
lenge Beijing. He points to the huge street 
protests after the 1989 Tiananmen mas- 
sacre, which aroused fears of a future 
crackdown in the territory, as a rare ex- 
ample of this. Of course there is a more re- 
cent example that bears out this analysis, 
although it came too late to be included 
in this book. Support for the democratic 
camp had declined sharply after 1997, as 
fears of immediate repression proved un- 
founded. But when the proposed Article 23 
law imperiled civil liberties in 2003, that 
support rebounded sharply, as large num- 
bers took to the streets to confront Beijing 
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Hong Kong’s pragmatic population wavers 


when it comes to confronting Beijing. 








for the first time since 1989. 

Betraying its academic origins, this 
book is more expensive and less readable 
than Mr. Goodstadt’s equally cogent work. 
But for all its shortcomings, it adds an im- 
portant perspective to Hong Kong’s de- 
mocracy debate. 


POL POT: 
THE HISTORY OF A NIGHTMARE 
by Philip Short 
John Murray, 448 pages, £25 
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Reviewed by DAVID CHANDLER 

S ITS TITLE suggests, Philip 
Short’s readable and capacious 

book is both a biography of Pol 
Pot (1925-1998) and a political history of 
Cambodia since World War II. Cambo- 
dia followers will be as thrilled as I was 
by his new findings and by 175 pages of 
finely tuned, illuminating notes. Pol Pot: 
The History of a Nightmare (published by 
Henry Holt in North America as Pol Pot: 
Anatomy of a Nightmare) is the most thor- 
ough-going, most closely argued study of 
the Khmer Rouge to appear to date. 

To declare a personal interest, I have 
written books about Cambodia’s recent 
history and about Pol Pot that were pub- 
lished in 1991 and 1992. Without compar- 
ing Mr. Short’s work to mine, I hasten to 
praise the energy of his research, the el- 


egance of his writing and the richness of 
his sources. Mr. Short has drawn on many 


exo Mr. Chandler is author of Brother Number 
One: A Political Biography of Pol Pot (Westview 
2nd edition, 2000) and The Tragedy of Cambo- 
dian History (Yale, 1991). 








of the same materials as I did, as well as a 
wealth of others that I knew nothing about 
or failed to exploit. 

The availability of sources for students 
of Cambodia’s recent past has expanded 
dramatically since I conducted my re- 
search. Mr. Short has made excellent use, 
for example, of Vietnamese, Chinese and 
French archives that were largely inac- 
cessible to me. He has also profited from 
the newfound volubility of many former 
Khmer Rouge cadres who, since the de- 
mise of the movement in the late 1990s, 
have become eager to talk about their part 
in it—perhaps to sidestep their culpability 
for its horrors. Finally, Mr. Short’s years 
in France, Africa and China—he is an ex- 
perienced BBc journalist and the author of 
three other books, most recently the high- 
ly acclaimed Mao: A Life—provided com- 
parative insights that lend a depth of focus 
to much of what he writes. 

The hybrid quality of the book, how- 
ever, has pulled him in contradictory di- 
rections. Sometimes he seems to lay the 
blame for Democratic Kampuchea at the 
feet of Pol Pot and his colleagues. On other 
pages he suggests that Cambodia’s culture 
was largely to blame—an approach I find 
unpersuasive. 

The title Pol Pot: The History of q Night- 
mare compounds the problem. Is “Pol Pot” 
the nightmare, or does the word apply to 
Cambodian history? Should an “and” or an 


“or” have come after the phrase “Pol Pot”? 


Whose nightmare is it? 

That said, the historical narrative that 
Mr. Short has assembled is very percep- 
tive and smoothly written. So are the bio- 
graphical sections of the book, although 
they brought me no closer to understand- 
ing the “personality” of Pol Pot or to know- 
ing why he acted as he did. The emptiness 


| Reviews | 67 | 





www.feer.com 


I 





os i 


at the center of the man is not Mr. Short’s 

fault, but it must have disappointed sucha 

skilled biographer to find his subject, after 

years of research, to be so elusive, medio- 
cre and enigmatic. 

The framework of Pol Pot’s life, unfortu- 
nately, has little explanatory power. Born 
into a rich peasant family with palace con- 
nections, Saloth Sar, as he was originally 
named, was a below-average student. He 
gained a scholarship at 24 to study radio- 
electricity in Paris. Like many of his Cam- 
bodian friends, he neglected his studies 
and joined the French Communist Party. 
He struck no one as a potential leader. 

In 1953 he returned home and spent a 
few months in the Vietnamese-dominated 
Cambodian resistance. This sojourn gave 
him better credentials as a communist 
than his more talented friends accrued 
by lingering in France. For the next 10 
years he taught school and rose to the top 
of Cambodia’s tiny, clandestine commu- 
nist movement that offered the only resis- 
tance to Sihanouk’s one-party rule. 

In the late 1960s the collective leader- 
ship of the Khmer Rouge worked out a 
strategy for seizing power and for run- 
ning the country. They did so in isolation. 
The coup against Norodom Sihanouk in 
1970 played into their hands when thou- 
sands joined the Khmer Rouge hoping to 
reinstate the prince or to alleviate injus- 
tice. In 1975, led from the shadows by Pol 
Pot, the Khmer Rouge came to power and 
set in motion policies that led directly or 
indirectly to the deaths of over 1.4 million 
people. Four years later, the regime was 
driven out by a Vietnamese invasion. Pol 
Pot, who had come into the open in 1977, 
returned to the forest to lead an increas- 
ingly powerless faction. He died in bed, 
perhaps by suicide, after 19 years spent 
more or less in hiding. 

Mr. Short’s treatment of Cambodia’s po- 
litical history, whether or not it intersected 
with Pol Pot’s career, struck me as sensible, 


balanced and perceptive. My only reserva- 
tion about the book is that after so many 
years of research, Mr. Short seems to be 

impatient with Cambodia. I find his argu- 
ments oversimplified and reductive when 

he writes about the Cambodian “psyche” 
and concludes that there is very little that 
is “rational” in Cambodian culture. The 

notion that Cambodia is “primitive” has a 

long pedigree, and Mr. Short’s impatience 

with Khmer Rouge anti-intellectualism 

has been shared by many scholars. 

I would argue, however, that the Marx- 
ist-Leninist revolutionary tradition itself 
was more to blame for the horrors of the 
Khmer Rouge than flaws in local culture. 
The relentless logic of Marxism-Lenin- 
ism (with its impunity for Party leaders, 
its sense of entitlement and its alleged 
obedience to laws of history), when it was 
reinforced by Cambodian traditions of au- 
thoritarianism, led to many of the excesses 
of the Khmer Rouge. 

The Cambodian revolution did not fail 
because its leaders misread Marx and 
Lenin but because these men and wom- 
en were encouraged by China, their own 
hubris and what the French call Paire du 
temps to set out on a murderous journey. 
When they did so they paid no attention to. 
those deeply rooted and humane aspects 
of Cambodian behavior that celebrated 
family, food, freedom of movement, hap- 
piness and fair play. The Khmer Rouge 
were defeated, at enormous cost, by the 
people whose abiding values they sought 
to overthrow. 

Every writer on Cambodia must wres- 
tle with the question of where the respon- 
sibility lay for the nightmare of the Khmer 
Rouge and Mr. Short’s welcome, intelli- 
gent study is bound to inspire informed 
and fruitful debate. 
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SOUTH OF THE CLOUDS: EXPLORING 
THE HIDDEN REALMS OF CHINA 
by Seth Faison 
St. Martin’s Press, 288 pages, $24.95 
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Reviewed by IAN JOHNSON 

OW TO WRITE about a country 
as vast and complicated as Chi- 

na? This problem has dogged 
foreign observers since the first ones re- 
turned home and decided to jot down 
their impressions. Most have followed a 
fairly simple script: Describe when you ar- 
rived in the country, your adventures and 
your departure, adding descriptions of the 
land and people. And if your time in Chi- 
na wasn’t particularly interesting, never 
mind, just exoticize China as a place hid- 
den by mystery and secrecy. 

Journalists are often the worst offend- 
ers. Their coverage tends to be random— 
following the news dictates of the day 
often means wasting time on events that 
have no lasting value. While these books 
may provide a useful summary of what 
happened during a particular period, they 
are inherently unsatisfying. There is no 
tension, no conclusion. The bottom line is 
who cares what Reporter X experienced? 

Seth Faison has taken a novel approach 
to avoiding this problem. He has written a 
China-hand book that uses his emotional 





=» Mr. Johnson is a correspondent for The Wall 
Street Journal based in Germany. He won the 
2001 Pulitzer Prize for International Report- 
ing for his coverage of China and is author of 
Wild Grass: Three Stories of Change in Modern 
China (Pantheon 2004). 


The emptiness of Pol Pot must have 
disappointed such a skilled biographer. 








development as a narrative. Mr. Faison fol- 
lows the chronological approach—opening 
with a photographic reconstruction of his 

arrival in 1980s Xi’an, his studies there and 

so on. Then a job for a Hong Kong news- 
paper covering some of the Tiananmen 

Square uprising, followed by a China-re- 
lated story back in New York and, final- 
ly, his stint as Shanghai correspondent for 
the New York Times. 

In an effort to add insight and tension 
to the book, Mr. Faison makes us privy 
to his various emotions, many of them 
concerning relationships with Chinese 
women. Despite his many conquests, Mr. 
Faison is dissatisfied. He likes one woman 
but she leaves him before he can leave her. 
His emotional life is going nowhere and 
we follow his frustration. 

After several years, Mr. Faison meets a 
Chinese woman with a twist: the famous 
transsexual dancer Jin Xing. She tells him 
that his infatuation with Chinese women 
has to do with a desire to dominate and 
keep his distance—he is taller, they are 
shorter; he can leave, they cannot. For 
Mr. Faison it is a revelation. It is a turning 
point in his life and the book. In fact, he is 
so infatuated with Jin Xing that he tells us 
how he violates journalistic ethics by writ- 
ing a profile of his close friend. 

Suddenly seeking spiritual instead of 
physical fulfillment, Mr. Faison turns to 
every Westerner’s source of enlighten- 
ment: Tibet. There, he unwittingly al- 
lows Public Security officials access to his 
phone lists and notes on his computer. He 
had typed his notes on his computer, left it 
in his room and then told his Tibetan guide 
about it. Despite his years in China, he is 
surprised that his Tibetan guide would tip 
off the police and that the police would en- 
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ter his room while he was away and down- 
load the information. He tells us how he 
feels violated by this incident, although 
doesn’t explore his contacts’ feelings. 

The book ends with Mr. Faison wit- 
nessing a Tibetan sky burial, where vul- 
tures consume a human corpse. It makes 
anice bookend to an earlier chapter where 
he witnessed humans eating dog—eating 
dog revolted Mr. Faison but he is touched 
by the sky burial. That is reflected in the 
writing: short, well-crafted sentences 
bring the well-known ceremony to life. 

Mr. Faison is changed by the ceremony. 
He feels he is missing something deeper in 
life. He becomes less interested in China 
and pursuing news. He moves to the U.S., 
gets married and starts a family. 

Mr. Faison’s approach is essentially 
that of the self-absorbed travel-writer. 
In some cases, this has worked—think of 
Paul Theroux’s The Happy Isles of Ocea- 
nia, where the writer uses an island-hop- 
. ping canoe trip to delve into his troubled 
marriage. But it is a risky strategy, with 
the writer often trapped in his cultural as- 
sumptions and trivializing the country he 
is supposed to be describing or analyzing. 


THE MAN WHO CHANGED CHINA: 
THE LIFE AND LEGACY 
OF JIANG ZEMIN 
by Robert Lawrence Kuhn 
Crown Publishers, 720 pages, $35 


eer 


Reviewed by BENJAMIN L. READ 
HIS EXTRAVAGANTLY laudatory, 
at times fawning account of Ji- 


ang Zemin’s life and career has a 
big chip on its shoulder, as the breathless 
first half of the title suggests. The author 
wants to make the case that the man who 


last year stepped down from the last of 
his formal positions atop China’s govern- 


ing apparatus was every bit as weighty and 
consequential a leader as were his prede- 
cessors, Deng Xiaoping and Mao Zedong. 
The book also strives to lay out the main 
features of Mr. Jiang’s personality and 
character, convey a sense of his mental 
world, and doggedly defend him—together 
with China’s political system more gener- 
ally—from just about every criticism. 

The back cover describes this hefty 
tome as based on interviews with Jiang Ze- 
min’s closest associates. Mr. Kuhn, a man- 
aging director at Smith Barney/Citigroup 
with an extensive track record of dealings 
in China, did indeed gain access to some 
two dozen friends, family members, and 
former lieutenants and appointees. These 
include Jiang Zehui, Mr. Jiang’s sister, 
Wang Daohan, the patron who was large- 
ly responsible for his ascent into the Com- 
munist Party big leagues, and the Third 
Generation Leadership Core himself, the 
latter in a meeting or (perhaps) group au- 
dience cited coyly as “author’s communi- 
cation.”: 

The page-in, page-out meat of this book 
is not drawn from these interviews, how- 
ever. Rather, it is derived wholesale from 


‘well-known work by prominent China- 


watchers, English-language press ac- 
counts, and a couple of Chinese written 
sources, as the endnotes attest. We are 
marched, often tediously, through the 
years of Mr. Jiang’s life, mainly those fol- 
lowing his 1989 appointment to the top 
post of a then-crisis-ridden Party. Many of 
the episodes will be familiar to readers of 
the REVIEW, particularly those acquainted 
with Bruce Gilley’s biography; others are 
recited in throwaway fashion. 

Material from the author’s interviews is 
sprinkled throughout this chronology. Ina 
few places, these afford believable and re- 
vealing glimpses of Jiang Zemin the man. 





=- Mr. Read is an assistant professor of political 
science at the University of Iowa. 
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The most forthcoming of Mr. Kuhn’s sub- 
jects is one Shen Yongyan, a friend from 
Changchun’s First Automotive Works in 
the 1950s. As he rose through the political 
ranks, Mr. Jiang maintained the habit of 
calling his chum late at night to chat, brag 
or bounce an idea off him. 

Mr. Shen provides some detail on such 
periods as the Anti-Rightist Movement of 
1957, when, like most cadres, Mr. Jiang had 
little choice but to unjustly finger subor- 
dinates in response to Mao Zedong’s call 
for a sweeping purge. Even more nota- 
bly, through Mr. Shen and others we get a 
- sense ofan (at least occasionally) lonely-at- 
the-top workaholic reaching out to those 
who knew him before he made it big. 

We read about Mr. Jiang setting up spe- 
cial arrangements for top-flight medical 
care and the like for friends-in-need. This 
somewhat complicates the squeaky-clean 
picture of the former president that Mr. 
Kuhn tries to paint, but fleshes out another 
theme: that of a boss constantly interven- 
ing in matters far beneath his formal re- 
sponsibility, whether to convey a gesture 
of respect, assert his engineer’s fix-it acu- 
men or to satisfy a twinge of curiosity. 

Or, though the author wouldn’t put it 
this way, merely for the pleasure of mak- 
ing people jump. Zhao Huayong, president 
of China’s Central Television, tells an ex- 
tended story of a hair-raising phone call 
he received on the hotline linking his of- 
fice to the senior leadership. Watching the 
7 p.m. news, which as usual featured ex- 
tensive coverage of his day’s meetings, Mr. 
Jiang had detected an editing glitch, and 
he lost no time conveying his dissatisfac- 
tion directly. 


A panicked Mr. Zhao scurried to assem- 
ble the news center staff, fix the problem 
and report back to the general secretary. 
This story, characteristically, is intended 
by Mr. Kuhn to illustrate positive things 
about China’s paramount leader, such as 
the way he reassured the chastised subor- 
dinate afterward. But it also speaks to less 
than lovely features of the man, such as his 
obsession with his own public image. 

A few other friends tell anecdotes. Ji- 
ang Zehui relates a few stories about her 
family, its past and its New Year’s gath- 
erings. Unfortunately, the usefulness of 
the interviews quickly tapers off from the 
aforementioned highlights. Most of Mr. 
Jiang’s friends, peers and aides who talk 
to the author heap praise on him in ways 
that are predictable and not particularly 
enlightening. Consequently, this book’s 
value-added contribution of new informa- 
tion is limited. 

To be fair, there can be little question 
that Mr. Kuhn accurately summarizes at 
least some of the constitutive features of 
Mr. Jiang’s persona and mentality. These 
include strong nationalist convictions; a 
perception of himself as staunchly scien- 
tific in orientation; and a passion for for- 
eign languages and literatures (together 
with an insatiable appetite for showing 
this passion off). Other aspects, such as 
Mr. Jiang’s vast paternalism, remain un- 
der-explored although not entirely un- 
mentioned. 

I don’t for a minute disagree that Mr. 
Jiang should be given credit for such ac- 
complishments as can be reasonably at- 
tributed to him, The 13 years of his tenure 
as general secretary indeed turned into a 
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remarkable period for China. However, I 
would second the conventional wisdom 
and identify Deng Xiaoping as the hands- 
down top contender for “the man who 
changed China,” with Mr. Jiang as some- 
one who, for the most part, implemented 
and elaborated on what he was given. Af- 
ter all, to the best of our knowledge it was 
only ayear or two prior to Mr. Deng’s 1997 
death that his successor truly acquired the 
mantle of final authority. 

Indeed, apart from the title and a few 

` assertions at the beginning and end, this 
book makes no real effort to challenge that 
basic characterization. Still, it is quite jus- 
tified in pointing out some of Mr. Jiang’s 
surprising successes, such as the level of 
comfort he eventually acquired in fielding 
tough questions from Western journalists, 
sometimes with charm and self-depreca- 
tion. 

But the almost unmitigated stream of 
plaudits for the man with the big glasses 
quickly departs from the realm of analy- 
sis and. ends up somewhere close to cheer- 
leading. By all means, the “three stresses” 
and the “three represents” should be tak- 
en seriously for the policy implications 
they (obliquely) contain, but this account 
gushes about Mr. Jiang’s theoretical inno- 
vations like something you might pick up 
in the political study section of a Xinhua 
bookstore. 

Meanwhile, the dubious, inadequate or 
failed aspects of his time in power—includ- 
ing the relentless metastasizing of corrup- 
.tion, the emergence of far-reaching rural 
problems, the backfiring of China’s bellig- 
erent stance toward Taiwan, popular riots 

. and unrest, the horrible and still growing 
AIDS epidemic, the disastrous initial SARS 
cover-up, the fearsome and deadly cam- 
paign against Falun Gong, the jailing of in- 
tellectuals, and so on—are soft-pedaled or 
ignored altogether. 

The author quite relishes taking West- 
ern media and prognosticators to task for 


E 





underestimating Mr. Jiang’s ability to con- 
solidate power, and indeed to thrive and 
to put his own stamp on the system. Fair 
enough. But I’m less willing to swallow 
passages like the following: 


[M]any Chinese do not understand Jiang.... 
[In him] they see a senior elder, now semi- 
retired, and they do not appreciate how far 
China has come under his direction. 


If many ordinary Chinese, in contrast 
to the super-elite friends and relatives that 
Mr. Kuhn interviewed, have luke-warm ` 
feelings about Mr. Jiang, as often seems to 
be the case, perhaps it’s because they have 
a superior ability to appreciate his short- 
comings as well as his achievements. 


THE IDEA OF PAKISTAN 
by Stephen Philip Cohen 
Brookings Institution Press, 
382 pages, $32.95 


PAKISTAN’S DRIFT INTO 
EXTREMISM: ALLAH, THE ARMY AND 
AMERICA’S WAR ON TERROR 
by Hassan Abbas 
M.E. Sharpe, 275 pages, $69.95 


“rr 


Reviewed by NANCY DEWOLF SMITH 
TEPHEN PHILIP COHEN’S broad- 
stroke survey is a success on two 


levels. For readers seeking a com- 
prehensive introduction to Pakistan’s stra- 
tegic, political, social and economic history, 
there could be no more lucid guide to the 
forces that have shaped the country. More 
importantly, since Mr. Cohen’s ultimate 


aim is to provide information and analy- 
sis useful to policy makers, the book, even 


o> Ms. Smith is a member of The Wall Street 
Journal’s editorial board and covered Pakistan 
and Afghanistan from 1987-91. 
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when it is reviewing historical develop- 
ments from 1946 onward, is structured so 
that all this information feeds into chap- 
ters outlining choices for the future. 

Although that future, like the choices, is 
presented in stark terms, this is not a deep- 
ly pessimistic book. Its most disheartening 
aspect is implied in the title, since exam- 
ining the idea of Pakistan raises the ques- 
tion of whether it should ever have come 
into being, or will survive. There are many 
in India, surely, who fall upon such cues 
with relish, and indeed, when all is said 
and done, the one burden Pakistan carries 
that is surely not self-inflicted is that of ex- 
isting next to a hegemon. 

True, Pakistan was born, and has con- 
tinued to wrestle, with several different 
visions of a guiding principal or goal: Was 
it to be a homeland for oppressed Muslims, 
can it be a democracy, or will it become 
an Islamic regime? In so much as these 
sorts of questions remain unanswered, ex- 
amining them is a legitimate exercise. On 
the other hand, nobody ever asks, “What 
is the idea of Denmark?”—or the idea of 
many states even newer than Pakistan, for 
that matter. 

That said, there is hardly any front to- 
day on which the future of the country 
looks settled, let alone rosy. Among the 
problems are “staggering demographic 
pressures,” a “decrepit” educational sys- 
tem and “a military establishment that 
wants the façade but not the substances 
of democracy.” The economy may con- 
tinue to grow at a 6% rate, but that can’t 
keep up with the basic needs of an explod- 
ing population, maldistribution of aid and 
other resources through corruption, and, 
above all, 50 years of relentlessly high de- 
fense spending. 


Although most Pakistanis accept de- 
fense spending as a costly but necessary re- 
sponse to Indian power, Mr. Cohen asserts 
that their country would be stronger today 
if it hadn’t been “hijacked” by the notion 
of perpetual external struggle. “Instead 
of building a state,” he says, “Pakistan’s 
Establishment sought to build a nation by 
acquiring allies, developing nuclear and 
conventional weapons and manufactur- 
ing myths, all in the service of balancing 
out a more powerful and seemingly impla- 
cable India.” 

Today, as always, the core of that es- 
tablishment is the military, and it is to the 
military that Mr. Cohen directs some of 
his most astute comments: 


To reverse Pakistan’s decline, Pakistan’s 
military leaders must come to a better un- 
derstanding of the new international envi- 
ronment and a more objective assessment 
of India, as well as Pakistan’s own deep 
structural and social problems. Pakistan 
is a case in which an excellent army de- 
pends upon a failing economy, a divided 
society, and unreliable politicians. The 
army lacks the capacity to fix Pakistan’s 
problems, but is unwilling to give other 
state institutions and the political system 
the opportunity to learn and grow. 


In such an environment, he notes, Is- 
lamic radicals, while still rejected by the 
majority of Pakistanis, find a fertile re- 
cruiting ground. The leaders of radical 
groups often resemble Bolsheviks, with 
a lust for raw power that masquerades as 
piety. They operate with the ruthlessness 
and organizational structure of Leninist 
dimensions. And like Marxists of an ear- 
lier era, Mr. Cohen points out, they feed on 
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economic and social discontent. 

“Ironically,” Mr. Cohen adds, “the chief 
obstacle to democracy—the army—is also 
the principal barrier to political extrem- 
ism.” As long as that situation lasts, it will 
pose another of those chicken-and-egg 
dilemmas that paralyze attempts to make 
progress on virtually every front in Pak- 
istan. Which problem do you tackle first, 
without unleashing a host of even worse 
ones? 

Islamabad has long exploited such co- 
nundrums in its relationship with the 
United States. Today, for instance, it in 
effect argues that support for the War on 
Terror is domestically unsustainable with- 
out substantial American aid—and yet it 
cannot crack down on domestic radicals 
too hard lest they overthrow the govern- 
ment that is pledged to control them. In 
the final chapters of his book, Mr. Cohen 
cuts through this muddle: 


Pakistanis are expert at deciphering Amer- 
ican interests and appealing to short-term 

American fears in the hope of establish- 
inga relationship of mutual dependency in 

which Pakistani obligations are minimal 
while American ones are substantial....In 

dealing with Pakistan, the United States 

must also recognize that Islamabad may 

complain about being constrained by pub- 
lic opinion, but the government is what 

shaped that opinion over the years. 


Since Mr. Cohen’s purpose is not to 
smack Pakistan around, but to help find a 
formula for its success, he is equally deter- 
mined to examine where and how Wash- 
ington has failed. “America’s relationship 
with Pakistan has been one of engagement 
and withdrawal,” he begins, underlining 
what is painfully obvious to all Pakistan- 
is. Aftér charting the dismal results of U.S. 
inattention, or attention myopically fo- 
cused only on strategic considerations, he 
also offers a long list of specific fixes. Some 


detail options for cooperation on broad is- 
sues, including terrorism, nuclear prolif- 
eration, and Pakistan’s relationship with 

India, with suggestions for managing the 

issue of Kashmir. 

Most significantly, Mr. Cohen directs 
Washington’s attention to the crucial area 
of domestic aid that can help Islamabad be- 
gin to address its crushing deficits in realms 
such as education, technology and manu- 
facturing. Acknowledging the issue of ac- 
countability, or a lack of it, that has seen 
so much aid—and, indeed, Pakistan’s own 
resources—wasted or stolen in the past, he 
suggests the structure for a new bargain 
that would involve a massive, steady new 
flow of carefully directed aid in return for 
specific accountability measures. 

The one subject Mr. Cohen does not ad- 
dress directly is the rule of law. As many 
Pakistanis have noted, their society re- 
mains one in which the winner takes all, 
in which you are either in power or hang- 
ing on by your fingernails. 

This mentality affects virtually every 
sphere of life. It results in politicians who 
see office not as an opportunity to serve 
but as a way to grab—and to avoid being 
grabbed from, as happens so easily to 
those out of power. It has infected genera- 
tions of civil service graduates who strug- 
gled to get into the customs service, where 
the opportunities of salary-padding were 
greater. It results in poorly paid policemen 
who behave, as Mr. Cohen says, “like pred- 
ators” rather than protectors. 

Until the rule of law is a priority, no real 
strides forward are possible in Pakistan . 
and no other reforms will be secure. 
tive as Mr. Cohen. A former Pak- 

m@ istani government official and 
police superintendent who has been a fel- 
low at Harvard Law School and studied 
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Pakistan’s army is both the chief obstacle to democracy 


and the principal barrier to extremism. Such dilemmas 
paralyze progress on virtually every front in Pakistan. 





at Tufts University, he is more focused on 
the past than the future. However, the pic- 
ture he paints and the red flags he waves 
are strikingly similar to Mr. Cohen’s, driv- 
ing home a frightening message of govern- 
ment incompetence in the face of ominous 
challenges. 

Mr. Abbas’s documentation of how 
radical Islamist groups have steadily pen- 
etrated Pakistani society is particularly 
chilling. He, too, notes that the decrepit 
state of public education in Pakistan has 
led many families to enroll their children 
in madrasas, “decadent religious seminar- 
ies” where the sole academic endeavor in- 
volves memorizing verses of the Koran. 
The schools’ offer of “free food, housing, 
and clothing proved to be an effective in- 
centive for the poor,” many of whom “did 
not know that instead of learning to read 
and write [their sons] would be taught 
how to kill people.” There are an estimat- 
ed 30,000 such schools in Pakistan today. 

More alarming still, in its way, is the in- 
ability or reluctance of Pakistani authori- 
ties to rein in either the schools for killers, 
or the groups of terrorists they produce. 
Pakistan is not the first country to have 
tolerated and actively used radicals toward 
some other end—as foils in a battle against 
other political enemies, for instance. They 
are always difficult, if not impossible, to 
put back in the bag. Throughout Mr. Ab- 
bas’s account, however, there is evidence 
of ambivalence about even trying. 

Describing a member of President Per- 
vez Musharraf’s inner circle in 2001—as 
Pakistan prepared to respond to Ameri- 
ca’s post-9/11 request for cooperation—Mr. 


Abbas gives a droll but ultimately baffling 
account of “the number two man in the 
army,” Gen. Lt. Gen. Muzzafir Usmani: 


A self-confessed “soldier of God” ... Us- 
mani had started out as a moderate and 
an open-minded officer, but later in his 
career he found the intolerant fringe of 
Islam, where he saw his own piety in dis- 
covering the imperfections of others. By 
the time he became deputy chief of army 
staff, he had become reclusive, shutting 
himself in his house and walking about in 
a Saudi jubba (gown) topped by a green 
turban. All this was widely known when 
Musharraf promoted him. 


Although Mr. Abbas’s subtitle is Allah, 
the Army and America’s War on Terror, his 
book gives ample space to peripheral top- 
ics such as the Khrushchev years, political 
machinations and personalities in Islam- 
abad, and the still unanswered mystery 
of who or what power conspired to shoot 
down the plane carrying President Zia-ul- 
Haq, U.S. Ambassador Arnold Raphael, 
and a group including senior military of- 
ficers of both countries in 1988. 

On this last subject, the possibility that 
the U.S. itself shot down the plane is giv- 
en serious attention, although to his credit 
Mr. Abbas pronounces that unlikely. Like 
many of his compatriots, however, he or 
his sources detect an American hand in 
so many developments in Pakistan that at 
times one is left with the impression that 
no official ever acted and no event trans- 
pired without taking guidance or orders 
from somebody in the U.S. Embassy. 
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This sort of thing, often murkily sourced 
or just reported as rumor, can get distract- 
ing. And now and then there is a statement 
that cannot be sourced because it is de- 
monstrably untrue, such as the sweeping 
assertion that in Afghanistan in late 2001, 

“what was left of the country was bombed 
to smithereens” by the U.S. A figure of 
speech perhaps, but one that hardly builds 
credibility with those of us who traveled 
through Afghanistan in early 2002. 

These are quibbles, however, about a 
book that is full of fascinating detail about 
the who-said-and-did-what-to-whom as- 
pects of Pakistani politics over the past 
few decades. Given the degree of detail, 
readers already familiar with the milieu 
and key players will be best suited to ap- 
preciate both the reporting and specula- 
tion. But anyone who dips into it will find 
something to savor. 


INTERPRETING CHINA’S 
MILITARY POWER: DOCTRINE 
MAKES READINESS 
by Ka Po Ng 
Frank Cass, 251 pages, $115 


> 


Reviewed by JOHN FRANKENSTEIN 
ERE IS AN outstanding study 
of the development of China’s 


military doctrine. Mr. Ng, who 
teaches in Japan, thoroughly surveys 
Chinese approaches to warfare—from the 
Maoist “People’s War” and its concept of 
total war involving all levels of society to 
the present-day professional emphasis on 
the technology-driven “revolution in mili- 
tary affairs” (RMA) and “informational- 


ized high-tech local wars.” 
Doctrine, Mr. Ng writes, is “the intel- 





ox Mr. Frankenstein, a visiting professor of eco- 
nomics at City University of New York, writes 
frequently on Chinese military technology and 
defense industries. 


lectual foundation of defense policies.” 
These policies, he observes, are shaped by 
the dynamic interplay of domestic poli- 
tics, perceptions of national interest and 
threat perceptions on the one hand, and 
socio-economic constraints on the other. 
The outcome shapes the way China builds, 
trains and equips the People’s Liberation 
Army (PLA). 

In other words, it’s not enough to an- 
alyze tables of military organization or 
count the numbers of weapons systems in 
inventories if we are to come to a sound ap- 
preciation of China’s real or potential mili- 
tary prowess. We also have to understand 
how China’s military leadership thinks 
about military power and the conditions 
under which force might be used. 

To get at the essence of that thinking, 
Mr. Ng takes two tacks. First, he suggests 
that we take a “realist” approach to un- 
derstanding the way Chinese military 
thinkers perceive the international envi- 
ronment in general and the Asian regional 
security arena in particular. “Realists,” Mr. 
Ng writes, “see states engaged in constant 
struggle for power because only power is 
effective to check power.” Despite the ex- 
pansion of Asian economic interdepen- 
dence, Asia remains, as Admiral Richard 
Macke, the former commander of U.S. 
forces in the Pacific, once put it, “a tough 
neighborhood.” Chinese military thinking 
must be seen in this context. 

Second, Mr. Ng provides an extensive 
review of both the Chinese and English 
language literature on military doctrine. 
He delves deeply into the extensive and 
growing number of Chinese military pub- 
lications—books, journals newspapers and 
other official open and available neibu (re- 
stricted) materials—of Chinese research- 
ers at authoritative institutions like the 
Chinese Academy of Military Sciences 
and the Chinese National Defense Uni- 
versity. He also draws on the work of Paul 
Godwin, Dennis Blasko, Michael Pillsbury, 
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Chinese military doctrine has shifted from a 
defensive posture to a penchant for the offensive. 














Iain Johnston, Arthur Ding and many oth- 
ers writing in English. 

Altogether, this impressive scholarship 
is backed up by 71 pages of citations and. 
bibliography as well as three appendices 
outlining Chinese concepts of readiness, 
military science and Chinese military ac- 
tions over the years 1949-2002. This is a 
scholarly monograph, a bit abstract and 
theoretical in parts, not a book for military 
buffs looking for inventories of equipment 
or arm-chair strategists wondering about 
what-if scenarios. 

By emphasizing China’s realist views 
on the use of force, Mr. Ng paints Chinese 
military doctrine as neither aggressive- 
ly hawkish nor moderate and defensive. 
Readers looking for warnings against a 
China threat, or assurances that China’s 
views on regional security are benign,.will 
not find comfort here. 

China’s current military objective is to 
obtain a quick and decisive victory over 
the enemy; there’s been a shift from Chi- 
na’s traditionally defensive posture to a 

“penchant for the offensive.” In a regional 
Asian context, China is a powerful actor, 
even if in a global context the PLA may not 
match state-of-the-art militaries (i.e., the 
United States). 

Mr. Ng gives Chinese military thinkers 
credit for their perceptions that military 
affairs have political and social.dimen- 
sions. But at the same time, he cocks a 
critical eye at the pLa’s faith in asymmet- 
ric warfare, and, more important, China’s 
assumption that the RMA and “informa- 
tionalization”—automated command and 
intelligence systems—will allow local 
conflicts to be controlled and contained. 

“Allowance for escalation,” he notes, “is 
conspicuously absent in contemporary 





Chinese military thinking.” 

The book’s final chapter on “high tech- 
nology local wars” is of particular interest, 
as it deals with Chinese military thought 
at a time of impending major shifts in 
the world’s power structure. Recent con- 
flicts—the Gulfin 1991, the Balkans in 1999, 
Afghanistan in 2001 and Iraq in 2003— 
brought home to Chinese military plan- 
ners how much technology and the RLA 
have changed warfare. 

The upshot has been increased Chi- 
nese interest in space assets, an empha- 
sis on joint operations and joint training, 
upgrading of professional military educa- 
tion, modernizing of inventory, consider- 
ation of decapitation or “capture the king” 
strategies, and, above all, informational- 
ization. The intention is to tie mobilization, 
logistics, electronic/information warfare 
and joint operations together through ef- 
fective command, control and intelligence. 
It’s a tall order. 

The Chinese Defense White Paper re- 
leased in December 2004 reflects much of 
this new emphasis on technology. To be 
sure, China’s position is that its ongoing 
military build-up is defensive, and is de- 
signed to safeguard the country’s sover- 
eignty and integrity. If, as the White Paper 
asserts, “peace and development remain 
the dominating themes of the times,” it’s 
also correct that “complicated security 
factors in the Asia-Pacific region are on 
the increase”: the forward presence of U.S. 
forces, a Japanese rethink of defense strat- 
egies, nuclear tensions on the Korean pen- 
insula, and, above all, a “grim” situation 
across the Taiwan Strait. Interpreting Chi- 
na’s Military Power gives us insights into 
how China’s military theorists perceive 
their “tough neighborhood.” E 
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AFTER THE QUAKE, NOT BEFORE ` 
by Bob Johnstone 


Vol. 155, No. 21, May 28, 1992, Page 74 

HIRTY YEARS AGO, many sci- 
entists believed that it would be 

possible to predict earthquakes. 
Gather and sift through enough data, they 
hypothesized, and a reliable pattern of 
earthquake precursors would be sure to 
emerge. 

So the seismologists sallied forth from 
their laboratories armed with instruments 
capable of measuring all sorts of things: 
vibration, strain, creep as well as changes 
in ground and water levels and in electri- 
cal resistance and magnetic fields—even in 
animal behavior. Anything, in short, that 
might turn out to be an indicator of where 
and when a quake would hit. 

Prediction mania peaked in 1975, after 
a series of foreshocks gave authorities in 
the Chinese city of Haicheng enough time 
to evacuate about one million residents. 
When the quake struck, there were very 
few casualties. But scientists’ hopes were 
dashed the following year, when another 
large earthquake in China, at Tangshan, 
struck without warning, and as many as 
500,000 people lost their lives. 

Nature has humbled seismologists so 
often that today few of them believe there 
is a reliable earthquake precursor. In the 
U.S. and Europe, the focus of earthquake 
research has long since moved on. 

Only in Japan does the preoccupation 


with precursors persist. Beginning in 1965, 


six consecutive five-year national plans 
have poured hundreds of millions of dol- 
lars into the collection and analysis of 
huge amounts of data. A seventh national 
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plan is now being drawn up, and the signs 
are that, like its predecessors, this plan 
will recommend the continuation of data 
gathering at the expense of other forms of 
earthquake-related research. 

In the U.S., meanwhile, seismologists 
are emphasizing two different approaches 
to the problem of earthquakes, one practi- 
cal, the other fundamental. 

The fundamental approach is a re- 


__newed emphasis on gaining a better un- 
. derstanding of the fundamental physical 


mechanisms that govern the behavior of 

earthquakes. Such an approach depends 

heavily on computer models. Only recently, 
however, with the advent of supercomput- 
ers, has it become possible to do more real- 
istic modeling in three dimensions. 

The practical approach stems from the 
recognition that even if you can predict an 
earthquake, you cannot prevent it. Insti- 
tutions such as the California Institute of 
Technology (Caltech) are therefore inves- 
tigating ways of reducing the hazards that 
follow an earthquake. 

Most of the loss of life caused by an 
earthquake results from buildings collaps- 
ing, according to Hiroo Kanamori, director 
of the institute’s seismological laboratory. 
Many of these people are trapped rather 
than killed instantly, and their chances. 
of survival are much higher if they can 
be rescued quickly. But in the chaos that 
follows an earthquake, it can be difficult 
to identify where the most serious dam- 
age has occurred. So Caltech is working 
on ways of ensuring that information is 
released immediately and sent to where 
it can reduce fatalities and minimize eco- 
nomic loss. 

In a prototype program developed 
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The money is not available to fund a broader 
understanding of earthquakes, tsunami and volcanoes. 





in conjunction with the U.S. Geological 
Survey, participants have been equipped 
with radio pagers in their control rooms. A 
more sophisticated version of the system 
will connect to personal computers dis- 
playing maps of the affected areas. 

Caltech aims to broadcast information 
within seven ‘minutes of an earthquake. 
The warning system has already passed a 
practical test. Following last June’s Sierra 
Madre quake, railway officials were able 
to stop a passenger train before it crossed 
a bridge in Pasadena, California, that had 
become hazardous. 

Japanese railway operators are also 
able to stop trains during an earthquake. 
They have installed seismometers at 80 
kilometer intervals up the Pacific coast, 
parallel to the route taken by the Tohoku 
bullet train. When an earthquake occurs, 
the seismometers pick up the shock waves 
and send signals via satellite that instruct 
trains to stop. 

Restrictions often cause long delays— 
four years is not unusual—in the release of 
data to outsiders. Many data are never re- 
leased at all. And though computer-gener- 
ated, such dataas are released are typically 
issued in hard-copy form. This means that 
before they can be analyzed, the data have 
to be keyed into a computer again. 

Part of the problem is that there is no 
budget left over in Japan for anything other 
than the hunt for non-existent earthquake 
precursors. That means that researchers 
other than the prediction mafia cannot 
afford to buy a new generation of digital 
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seismometers and other advanced instru- 
ments, of the kind that have been produc- 
ing much superior data for their colleagues 
in the U.S. and Europe. 

Nor is there money available to fund a 
broader understanding of the geological 
forces that cause earthquakes, tsunami 
(quake-induced tidal waves) and volca- 
noes in Asia. 

For the past six or seven years, a group 
of scientists at Japanese institutions has 
been lobbying the government for finan- 
cial support to start an ambitious pan- 
regional seismic project provisionally 
entitled Poseidon (for Pacific Orient Seis- 
mic Digital Observation Network). 

The proposal calls for the installation 
of a network of stations initially in Rus- 
sia, South Korea and Indonesia. The idea is 
to contribute to the advancement of earth 
science and to the mitigation of natural 
hazards in the countries of the western 
Pacific region. 

As yet, however, the people who dom- 
inate seismological research in Japan 
have prevented the proposal from getting 
off the ground. “It’s ridiculous for Japan, 
which has such a long tradition of excel- 
lent work in seismology, not to establish an 
international network,” says Robert Geller, 
a University of Tokyo geophysicist. 

It is even more ridiculous that Japan, 
which is by far the most susceptible to 
earthquakes, and hence has by far the 
most to lose among industrialized nations, 
should not make every effort to stay on the 
leading edge of earthquake research. IE 
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Feline Delicacy 


HAROLD, A READER from Singapore, was 
driving around Jakarta recently and was 
alarmed to see a number.of establishments 
with large signs touting their “Cat Oven.” 
A local culinary specialty perhaps? He was 
relieved to learn that cat is the local word 
for paint, and the businesses in question 
are actually automobile workshops that 
can bake-the new paint job on your old ja- 
lopy. In Guangdong on the other hand.... 


Corporate Skullduggery 


CAPT. NARESH K. WADHERA of Pakistan 
reports that his country’s Supreme Court 
has gotten involved in a most alarming 
case of riders on Pakistani Railways be- 
ing “poisoned.” Al Qaeda at work? No, just 
one of those dastardly multinationals, Nes- 
tle, which is accused along with its local 





competitor of selling impure bottled water. 
The true story here is murky, but it appears 

that the companies started trading charg- 
es about the quality of their competitor’s 

products, which led to testing that showed 

neither’s water was up to standards. 


The Last Shall Be First 


HAKAN ALMSTROM made the common big 

nose mistake of casually trying his hand at 

alittle taijiquan on a morning visit to a park 

in Luoyang. But it’s not the kind of thing 
where you can just follow along unobtru- 
sively. As Mr. Almström discovered, when 

everyone makes a turn, suddenly those 

in the rear find themselves “leading” the 

group. Not all could keep proper taiji com- 
posure at the sight of the shocked Swede. 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com 
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And none of us can afford to ignore it. 


"Whether or not your company does business in China or faces Chinese 
> competition, you need the best intelligence about this economic powerhouse. 


Introducing The WSJ Briefing - China Business 
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. 8 “Industry Focus - industry-specific focused briefs and indepth analysis 
“e.Eye.on Politics - political affairs and changes in leadership that will have an 
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Make China Business your primary source of 
China market intelligence. Subscribe now at 
http://www.briefing.wsj.com/ china 
Or call us at +852 2831 2579. 


THE WALL STREET JOURNAL BRIEFING 


Crucial intelligence on China. From a source you can trust, 





DOWJONES 


& 
The Asia Foundation 


www.asiafoundation.org 


ASSISTANT COUNTRY REPRESENTATIVE POSITIONS 


The Asia Foundation announces an on-going program to systematically augment its quality professional staff by seeking 
applicants for the following positions: 


e ASSISTANT COUNTRY REPRESENTATIVE: (Bangladesh) 
ASSISTANT COUNTRY REPRESENTATIVE: (Afghanistan) 
e ASSISTANT COUNTRY REPRESENTATIVE: (South or Southeast Asia- To Be Determined) 











With fifty years of on-the-ground experience in Asia, working through its seventeen offices in Asia, The Asia Foundation 
is a non-profit, nongovernmental, grant-making and development organization committed to the development of a 
peaceful, prosperous, and open Asia-Pacific region. e 


The Asia Foundation supports programs in Asia that: 
1. Help improve governance, the rule of law, and the institutions of a civil society 
2. Promote economic reform and development 
3. Encourage the empowerment of women 
4. Improve international relations 
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HE LUNAR NEW YEAR was anything but quiet in Asia this year. 
In Nepal, King Gyanendra was cracking down on dissent after 

his royal coup. Thais were giving Prime Minister Thaksin Shi- 
nawatra a thumping majority in parliament. In Hong Kong, negotiations 
were going on behind the scenes for Chief Executive Tung Chee Hwa to 
tender his resignation. And Beijing was trying to convince Kim Jong Il 
to resume six-party talks on his nuclear program. The repercussions of 
all these developments are covered in this month’s REVIEW. 

The North Korean nuclear crisis is again coming on the boil. As we 
go to press, U.S. Secretary of State Condoleezza Rice is about to make a 
swing through the region with the objective of putting maximum pres- 
sure on the North Koreans to come back to the negotiating table. If they 
do not, it is hinted, the U.S. may resort to tougher measures to ratchet 
up the economic and military pressure on the regime. 

As our essay from the REVIEW archives recalls, for more than 10 years 
now most observers have acknowledged that the key to resolving the 
dispute is Beijing’s willingness to use the leverage of its fuel and food 
supplies to force Pyongyang to deal. But a new essay by Dingli Shen gives 
a clear picture of just how reluctant China is to do so. In fact, he suggests 
that Beijing is prepared to accept a nuclear-armed North Korea if the 
U.S. is not willing to compromise on ensuring Pyongyang’s security. 

Get ready for the acrimony then. Mark Valencia writes that one of the 
key tools the U.S. is likely to use against Pyongyang, the Proliferation 
Security Initiative, is already causing dissension. So far, Japan seems to 
be on board. But when push comes to shove, will Tokyo follow through, 
especially against the opposition of both China and South Korea? 

Nevertheless, the main argument against pressuring North Korea— 
that it will push the regime into a corner from which it could come out 
swinging—deserves re-examination. As economist and North Korea- 
watcher Nicholas Eberstadt writes, the leadership in Pyongyang does 
have good options short of abandoning its autarkic form of communism. 
By adopting ordinary Stalinism to run the factories, reverting to de- 
fense sufficiency and reaping the international aid that would follow, the 
North could enjoy a recovery, all without any loss of political control. 

Finally, this issue’s book review by Stephen Morris appears later than 
planned. Alfred Yong, a publicist at Taylor&Francis, offered to send a re- 
view copy but then refused because he objected to our choice of reviewer. 
To maintain our editorial independence, in future we will only review 
books published by Taylor&Francis when we can purchase them. 

H.R. 














Singapore’s Opaque Elite 


MR. CHEN HWAI LIANG’S January letter 
to the editor criticizing my December es- 
say “The Coming Challenge to Singapore 
Inc.” obscures its primary point, which 
was to analyze tension associated with the 
prevailing state capitalist model. It was 
not to evaluate Singapore’s corporate gov- 
ernance regimes per se, which attract both 
admiration and criticism in the interna- 
tional financial community. Understand- 
ing why the emergence of the latter is 
happening, which interests are involved 
and where it might lead is important for 
assessing the sustainability or otherwise 
of the existing model. 

Accordingly, I referred to the circula- 
tion by e-mail of data about government- 
linked-company (GLC) board composition 
to financial journalists because it was an 
intrinsically political act, illustrating con- 
tention over corporate governance. Data 
about political and bureaucratic elites on 
boards are already available in published 
scholarly work. Nevertheless, Mr. Chen’s 
observation that directors of ccs “from 
the public sector” amount to less than 10% 
of the total directorships of Gics entails a 
narrower group than that referred to in 
the e-mail document and of interest in the 
scholarly work. 

More importantly, the significance of 
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cs for the interests of the ruling elite 
rests not on numerical dominance of 
GLcs boards but strategic representation 
therein. pap capacity for social and politi- 
cal control also derives in large part from 
the structural power of Gucs and statu- 
tory bodies dominating the commanding 
heights of the domestic economy (includ- 
ing in sectors currently exempted under 
the new Competition Law). These argu- 
ments are grounded in a less instrumen- 
talist conception of power than the one 
apparently adopted by Mr. Chen. 
Garry Rodan 
Murdoch University 
Murdoch, Australia 


More, Please 


THE FIRST TWO issues of the REVIEW, 
with its new look, is a welcome change to 
Indian readers, as it gives in-depth, objec- 
tive analysis. Of late, the articles which ap- 
pear in Indian dailies and periodicals tend 
to be subjective and biased, leaving the se- 
rious readers confused. 

I would like to request that you pub- 
lish articles of relevance to India, taking 
up its economy, development and politi- 
cal analysis, instead of concentrating on 
subjects like family business, about which 
enough has appeared in the Indian print 
media. There will never be any dearth of 
good topics in India for objective analy- 
sis. The appearance of such write-ups on 
India will also pave the way for better un- 
derstanding between the people of India 
and the Far East. 

P.V. Venugopalan 
Mangalore, India 
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Pragmatic Approach to Rogues 


FIRST OF ALL, I am very pleased with 
your new format. The articles have weight 
and are written by a variety of critical spir- 
its, and I plan to purchase each issue from 
now on. 

This letter concerns Col. Kevin Mad- 
den’s article on North Korea in the January 
REVIEW. I lack Col. Madden’s knowledge 
of the subject. Nonetheless, I could not 
help but feel doubt about his entire the- 
sis when I encountered the phrase “bru- 
tal dictator” in light of what has happened 
in Iraq. 

In former times, international law rec- 
ognized no right on the part of a state to 
interfere in the treatment of a people by a 
regime. Hitler changed that. 

However, the practice needs to evolve 
with the theory. We now know that such 
interference awakens hatred of the “good 
guys” because ordinary citizens, even re- 
gime opponents, have an instinct to sup- 
port national sovereignty. 

The relative success of the Clinton ad- 
ministration in slowly evolving, with the 
carrot and stick, the nature of the regime 
in North Korea, like the relative success 
of the Blix team in Iraq, had results which 
the pragmatic statesman has to acknowl- 
edge. The Bush team has made a mess of 
Iraq on pragmatic as well as ethical terms, 
and former President Clinton’s progress in 
North Korea has been reversed. 

Comparisons of foreign monsters to 
Mafia dons are ways to communicate 
Wilsonian goals to xenophobic, and rela- 
tively internationally ignorant, Americans. 
The problem is that the capo lives within 
a legal system and can be arraigned with 
neither collateral damage nor violation of 
national sovereignty. 

Americans should be, given their prick- 
ly Americanism, sensitive to equal feelings 
offshore. The “Pottery Barn” rule applies, 
but trivializes. In that outlet, there’s a clear 


way to pay the piper. In a destroyed North 

Korea, there would be nobody to pay ex- 
cept death and no clearly marked exit. 

Edward G. Nilges 

Shenzhen, China 


Efficiency Gain 


I LIKE THE NEW REVIEW, it is more read- 
er-friendly. In the old weekly, the contents 
page was inside and I had to wade through 
the inside pages to find the articles of in- 
terest. In the new monthly format, straight 
away I see the contents on the front page, 
go to the article that interests me and start 
reading. 
Manu N. Kulkarni 
Bangalore, India 


China’s Deterrent Power 


BRAVO! THE REVIEW, in its new format 
and editing, has finally returned to the 
global (especially Asian) scene with a loud 
bang. 

In the January essay “Show Brother- 
ly Love for Taiwan,” Prof. He seems to 
have missed a crucial point. If one were 
to scrutinize deeply enough, it has nev- 
er been China’s real intention to execute 
any barbaric act against or to decapitate 
fraternal Taiwan. Deployment of missiles 
and military personnel carried out so far is 
basically a show of its military might and 
prowess. The hidden agenda is to con- 
stantly remind the U.S. in particular not 
to mess with China’s brotherly squabble 
with Taiwan. 

However, the author was certainly right 
in highlighting the importance of resolv- 
ing any dispute peacefully. After all, who 
has the right to keep taking away the lives 
of innocent people? There are already far 
too many tragedies in the world, let us not 
crave for more. 

Tan Boon Tee 
Singapore 
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‘Trifling Do-Gooders’ 
Vs. the U.S. Navy 


by Lynne O’Donnell 





OON AFTER THE Indian 
Ocean tsunamiswamped 
large swathes of South 
Asia, I arrived aboard a 
U.S. Navy aircraft carri- 
er, the uss Abraham Lincoln, to witness 
the relief effort that was bringing food, 
water and medicine to the beleaguered 
Acehnese survivors. There I discovered a 





shameful waste of resources; a resentment 
of outsiders; a culture of bigotry; a reluc- 
tance to communicate; an inability to pri- 
oritize; arrogance; laziness; intransigence; 
and a sense of entitlement. 

But not among the Americans, as some 
might expect. Rather, these ugly traits 
were common among the workers from 
the United Nations and myriad interna- 
tional nongovernment aid organizations 
who I encountered in Aceh. 

American sailors attached to the carrier 
group were delivering life-saving supplies 
to isolated communities, and bringing the 
sick and injured by helicopter to Banda 





Aceh. There doctors from across the world 
had pitched tents and were waiting for the 
wounded to, somehow, come to them. As 
the tents went up and the aid workers 
crossed their arms and scheduled meet- 
ings, American civilians made their way, 
with the help of the Navy, to remote areas 
to camp amongst the rubble and help sur- 
vivors. There, we now know, the most crit- 
ical part of the relief effort was unfolding. 
Meanwhile, employees of European 
and Asian NGOs jumped on a bandwagon of 
anti-Americanism that prevented them 
even crossing a dirt track at Banda Aceh 
airport to see what the Americans were do- 
ing, let alone offer help while survivors of 
the natural catastrophe faced a growing 
threat of disease. 
“Just what do the Americans think they 
are doing with all these helicopters?” asked 
an irate deputy leader of the 40-strong Chi- 


œ- Ms. O’Donnell is an Australian free-lance 
journalist based in London. 
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nese mission, Chen Hong, a seismologist 

with the China Earthquake Administra- 
tion in Beijing. She hadn’t ventured from 

the clutch of tents that the Chinese were 

occupying to walk 50 meters to the edge of 
the football field that the Americans had 

converted into a landing and loading zone. 
From this base, they were flying between 

80 and 100 helicopter missions a day, each 

carrying about a ton of relief supplies, over 
the tsunami-flattened landscape. 

Instead, like many people I came across 
during three weeks of covering the devas- 
tation in South Asia, Ms. Chen expressed 
a reflexive hostility toward the U.S. mili- 
tary. “NGOs have a very difficult decision 
to make in an increasingly insecure world 
about whether they should be working 
with military. They want to define an area 
of clean space around humanitarian work, 
a ‘humanitarian space,’ and hope that it 
will protect their staff and their image,” 
said Will Day, a London-based special ad- 
viser to the U.N. Development Programme. 
The inefficient bureaucracy of the U.N. 
had come up against another inflexible in- 
stitution in the American military, Mr. 
Day said, and the two were so incompati- 
ble that gridlock ensued. 

The problem caused such concern at the 
highest levels of the U.S. Navy that consul- 
tants were called in to report on how the 
intransigence could be remedied. One of 
these experts told me that the U.N. officials 
were incapable of sharing information, re- 
luctant to concede “ownership” of the ca- 
tastrophe and obsessed their “small-l 
liberal sensibilities would be compromised 
if they cooperated with the military.” 

The international aid community’s des- 





peration to maintain a semblance of neu- 
trality kept them out of many villages, but 
it didn’t keep them out of the mess hall 
aboard the Abraham Lincoln. Each morn- 
ing at breakfast and each evening at din- 
ner, people wearing T-shirts and tags 
identifying them as employees of the 
World Food Programme, Save the Chil- 
dren and other charities piled their plates 
high with hot food. 

They also took up space on the helicop- 
ters and cl cargo planes that otherwise 
should have been ferrying supplies or 
searching for isolated survivors, in order 
to get a meal and shower at U.S. taxpayer 
expense. So blatant was the freeloading 
that by the end of January an officer 
aboard the ship contributed to a weblog 
saying: “My warship has been transformed 
into a floating hotel for a bunch of trifling 
do-gooders.” None of them paid for the 
privilege, he said, despite the fact that they 
received a per diem to cover such costs. 

It was more than two weeks after the 
December 26 tsunami before U.N. officials 
joined the Seahawk missions over Aceh to 
conduct proper assessments of damage 
and need, a senior U.S. Navy officer told 
me. Yet on the few missions I joined, I 
found Americans camped in the midst of 
squalor and death doing what they could 
with supplies and medicines they had 
brought with them—often thanks to dona- 
tions from fellow church-goers in their 
southern home states. 

The impression disseminated by many 
international television networks, like BBC 
World, the Australian Broadcasting Cor- 
poration, and European radio and TV, was 
that the richest country was holding out 
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on the poorest in their hour of extreme 
need. It was what one former British news- 
paper editor called “a U.S. equals bad, Eu- 
rope equals good mentality.” 

But consider that the U.S. government’s 
aid arm, USAID, was assessing damage in 
Aceh by December 27. On December 28, 
the Abraham Lincoln was pulled out of a 
port visit to Hong Kong to head at best 
speed toward Sumatra. Relief missions be- 
gan on January 1. By the time I visited the 
carrier group on January 14 and 15, heli- 
copters from the Abraham Lincoln and 
uss Bonhomme Richard had flown 899 
missions and delivered 2.2 million pounds 
of supplies across Aceh. 

Each day, dozens of sailors volunteered 
to spend a 12-hour day loading supplies— 
including 20-liter containers of fresh wa- 
ter produced on the ship, 80-pound sacks 
of rice, cartons of high-protein biscuits, 
milk powder and medicines—onto the 
helicopters. 

The pilots flew free-lance missions to 
search for survivors who had been missed. 
Desperate people would run onto open 
ground waving and shouting, and lay cloth 
and wood out in an “H formation” to draw 
the chopper pilots’ attention. Where pos- 
sible the pilots would land; otherwise the 
crewmen dropped water and food. 

U.S. Navy engineers helped rebuild 
generators at the local hospitals, bringing 
parts back to the ship, fixing them over- 
night and taking them back to land the 
next day. The Australians got the hospital 
sewage systems going. And while they did, 
groups of doctors from NGos sat in their 
tents at Banda Aceh airport, where the gar- 
bage piled up outside small restaurants. 


The attitude of Western journalists 
was not much better. “Not interested,” said 
one, when asked about coverage of the 
American relief effort. “It’s a big ship full 
of Americans,” said another when asked 
about the experience aboard the Abraham 
Lincoln a week or so earlier. 

A British photographer accused the 
Navy of staging relief drops for the cam- 
eras of U.S. news crews. What he failed to 
observe was that the Navy has a corp of its 
own photographers. Their images were 
broadcast on the Abraham Lincoln’s in- 
house television channel each night for 
the benefit of those thousands of sailors 


_ not directly involved in the operation. 


The suspicion of America’s motivation 
for helping seemed to overshadow the re- 
alization that the U.S. is the only country 
in the world that can mobilize such enor- 
mous resources so quickly and target spe- 
cific needs, as it did in Aceh. “They are 
bringing with them Western values, that 
cannot be argued,” complained a Singa- 
pore-based reporter for a European state 
broadcasting network who I met on the 
Abraham Lincoln. He added that the real 
motivation was the good publicity Wash- 
ington needed after Iraq. 

He told me a story he thought would 
prove his point, of a U.S. helicopter crew- 
man who was unloading sacks of rice onto 
a swampy clearing where villages once 
Stood. “He had just one teddy bear, and he 
handed it to one child, though there were 
lots of children. As the helicopter took off, 
I saw that all the children there were fight- 
ing over that one teddy bear,” the reporter 
said. “That just leaves a bad feeling behind. 
It was the wrong thing to do.” | 
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China Destroys 
The 1p Paradigm 


by Anne Stevenson-Yang and Ken DeWoskin 





MPROVING THE PROTECTION of intellectual property in 

China has become not only the foremost goal of the inter- 

national trade-policy community but also a quasi-spiri- 

tual mission. Meanwhile, the Beijing political leadership 

cannot quite decide what to think and tends to mix legal commit- 

ments and prosecutorial energy with resentment of foreign 1P and 

royalty claims. But both are missing the point. Stopping the rampant 

piracy of IP in China requires a much more fundamental shift than 
just getting police and prosecutors to punish the worst offenders. 

Along with China’s roaring economic growth has come an equal- 

ly impressive deluge of copies. And not only the branded clothing, 

watches, and jewelry sold in the street markets, but also everything 

from the most precisely articulated business processes to the soft- 


ware code buried deep within industrial machinery, to the trade 


œ~ Ms. Stevenson-Yang is managing director of the U.S. Information Technology Office in Beijing. 
Mr. DeWoskin is professor emeritus of the University of Michigan and a former China-based partner 
at PricewaterhouseCoopers 
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dress of donut stores. 

Even the inventions, content, and 
trademarks stolen or imitated by a first 
tier of Chinese pirates are then appropri- 
ated by other companies in ever-widening 
circles of opportunism and criminality. 
This can be seen in the phenomenon of 
store clerks who sell pirated discs of the 
new movie Meet the Fockers for 10 yuan 
and complain volubly about street sales at 
7 yuan, while the street vendors fret that 
competitors have a better format that can 
offer two movies for the price of one. 

Accelerated transfer of skills and tech- 
nology, a hungry but frugal and naive 
domestic market, and furious entrepre- 
neurship have combined in China into a 
particularly fascinating and volatile mix. 
Using inputs provided by eager multina- 
tional corporations, China has married the 
latest high-technology imaging, manufac- 
turing, and engineering tools to its own 
boisterous, boot-strapping commercial 
culture so as to propel an unprecedented 
number of copies into world markets. 

Only in China, it seems, can you equip 
a shop full of girls with sewing machines, 
a scanner and a pirated copy of Photo- 
shop and end up cloning a Chicago Bulls 
‘sweatshirt in a matter of an hour’s semi- 
skilled work. With a bit more time and 
investment, Chinese firms bring to mar- 
ket pharmaceutical knock-offs, the latest 
Hollywood films, or the most sought-after 
luxury watches. 

Recent experience should dispel any 
doubts about the ability of China’s people 
and hard infrastructure to create inven- 
tion and innovation. By way of explana- 
tion for the copying, many seem to have 


— Il 


embraced a new form of historical deter- 
minism whose argument is essentially 
this: “Awareness” of the value of intellec- 
tual property emerges from a certain lev- 
el of industrial development, just as early 
capitalism supposedly emerges from feu- 
dalism. The United States established 1P 

rights, the argument goes, only after its 





own scientists had created inventions 
worth protecting. Developing countries 
mount a deterministic development lad- 
der, from light assembly to heavy manu- 
facturing and on to high-tech products, 
and, having achieved this degree of in- 
dustrialization, they begin to create and 
protect IP. 

In fact, China’s failure to protect has 
little to do with stages of development or 
cultural attitudes. It has everything to do 
with the government’s ownership and con- 
trol over the economy, which undermines 
private property rights—especially the in- 
tangible kind. This creates economic insta- 
bility that makes it difficult for innovation 
by domestic companies to be rewarded, 
and thus be sustained. 

In its efforts to create “Chinese rp,” the 
government actually obstructs the path 
to market of inventions that are bloom- 
ing in laboratories and start-up compa- 
nies all over the country. That’s because 
these conflict with the commercial inter- 
ests of politically supported state compa- 
nies that innovate far less than private, 
entrepreneurial ones. U.S. companies are 
sometimes accused of fearing China’s 
technological rise. If this were the case, 
they should actively encourage the epi- 
demic of counterfeiting. What they really 
fear is not a technological competitor but 
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China’s failure to protect 1P is a result of state 


ownership of firms and control over the economy. 








a copy center which tears down the value 
of innovation across the entire world. 


The Counterfeit Explosion 


THE CHINESE MANUFACTURING phenome- 
non began to impact international markets 
at roughly the same time that the rapid 
promulgation of information technologies 
was redefining the conduct of business. 
Bombarded from one side by ever-cheap- 
er manufactured goods and from the other 
by new, niche technology offerings, tradi- 
tional multinational companies have been 
thrown off balance. Some are relying on 
invigorated litigation strategies, some on 
the strategic sharing of 1P, and some are 
simply flailing angrily as they watch their 
brands and technologies lose more market 
value by the week. 

The statistics hardly need more than a 
brief mention, since the trend is obvious. 
Three-quarters of the fakes confiscated by 
U.S. Customs every year come from main- 
land China and Hong Kong. Within China, 
over 90% of software is pirated, and the 
same for films. Chinese-made pharmaceu- 
tical knock-offs are on the market in over 
50 countries, sometimes penetrating highly 
regulated distribution channels. Rare Euro- 
pean watches are forged in China in quanti- 
ties one thousand times the originals. _ 

The path by which international 
technology, brands, and business pro- 
cesses have entered China was explicitly 
designed by China’s government from the 
start of the policy of “reform and opening.” 


Market access and cheap labor were ex- 
changed for foreign cash and technology. 

The formation of equity joint ventures, 
the original mechanism for this swap, was 
carefully regulated from start to finish, 
with a keen eye to assess the technology 
and intangible asset value. The govern- 
ment ensured that Chinese parties to joint 
ventures were qualified to recognize, and 
often replicate, the skills and technologies 
being transferred. In some cases, the su- 
pervising departments, technology valua- 
tion committees, and government research 
and design institutes have been directly in- 
volved in porting technology to competi- 
tors outside the joint venture. 

Through these channels, the shifting 
about of key technical employees, and other 
mechanisms, 1p has poured onto astound- 
ingly fertile land. The goal of China’s joint- 
venture policies was never a secret. But the 
efficiency and effectiveness of the transfer 
was a startling revelation. 

_ The prodigious technology ee 
could not have occurred absent China’s 
ambivalent IP regimen, which tightens 
only periodically, and then primarily 
to advance a shift up the value chain of 
government-blessed Chinese companies. 
Emerging from a history of highly defined 
usage rights and poorly defined ownership 
rights, China has also embraced an ethic 
of neo-Third World solidarity whose nar- 
rative goes something like this: 

In the process of building prosperi- 
ty, the more-developed nations exploited 
working people, polluted the natural envi- 
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ronment, and freely appropriated others’ IP. . 
Now mounting the same development lad- 
der, China must tolerate some of the same 
practices. Hypocritically, the First World 
sends lawyers and government negotiators 
into China to demand what constitutes a 
global “technology tax,” paid to rich coun- 
tries by the poor. This, among other harms, 
contains China asa supplier of labor to the 
MNCs, who control the far more value-in- 
tangible assets in the value chain. 

The current shift of economic power 
underway is fueled by China’s aggressive 
stance on IP and technology costs. A mas- 
sive cheap labor pool wedded to technolo- 
gy, frugally acquired, provides two strong 
legs in China’s race forward. 


What Makes China Copy 


THE IP PROBLEM has structural causes 
emanating both from the peculiarities of 
Chinese economic policy and from the in- 
formation technologies revolution inter- 
nationally. 

First among these is China’s need to find 
real growth in an economy where 20% an- 
nual export increases have become politi- 
cally and economically de rigueur. It must 
sustain this growth even as the mecha- 
nisms that made it possible in the first 25 
years of reform become less sustainable 
themselves. These include the deployment 
of the vast captured savings of the Chinese 
people into unrecoverable investments; 
the ramping up of state assets in real estate, 
manufacturing, IT infrastructure, and the 
like, from no book value to huge book val- 
ues, driven by the frenzy of initial public 
offerings; and benefiting from high levels 
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PRICE DESTRUCTION AT WORK 


Average retail prices of selected 
electronics in China, in yuan 
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of foreign direct investment in areas like 
mining, power and transport infrastruc- 
ture that pay very little return in the end. 

Faced with deep pools of idle labor, 
few skills, and weak infrastructure, Chi- 
na initially attracted foreign investment 
and growth by offering itself as a base for 
cheap export manufacturing. The numbers 
mounted impressively, FDI flowed in, mas- 
sive infrastructure investments were made, 
and the government built the cash reserves 
that now enable it to keep a stable currency 
and, incidentally, make sure most of those 
Chinese bank deposits remain at home. 

But over time, Chinese policy mak- 
ers grew dissatisfied with the nation’s 
position in the shrinking center of the 
value chain. Upstream, commodity val- 
ues surged. Downstream, those who con- 
trolled 1p—whether technology, brand 
value, or business process—were success- 
fully wielding pricing leverage to keep 
profit margins high. The role China had 
assumed, the world’s lean manufacturer, 
was in danger of growing leaner. 

Back in the 1990s, pressured by trading 
partners to close the trade gap, Chinese 


Funding is allocated to produce short-term results, 


so research focuses on localizing existing technology. 





leaders like then Vice Premier Li Langing 
and Trade Minister Wu Yi began looking at 
the structure of China’s processing trade. 
Analysis showed that for every $100 of ex- 
ports, only about $10 of value was being 
added in China, which translates to some- 
thing like 2% of the retail value. 

That realization led to a lot of policy 
gestation, resulting in a new national strat- 
egy in science and technology: increased 
funding for research; a focus on technical 
standards; a strengthened Ip regime (at 
least for the larger Chinese companies); 
scope for universities and research insti- 
tutions to establish commercial enterpris- 
es; and a separation of military research 
and development from military ownership 
to enable the military to obtain the best 
commercial technologies. Also in the new 
playbook were efforts to develop global 
Chinese brands, and related efforts to gain 
more control of channels to market. 

However, these policies have run into 
limitations built into the structure of 
the Chinese economy. The most salient 
characteristics preventing the full de- 
velopment of 1p by Chinese companies 
include: 

æ Funding replication The stubborn 
intervention of the state-directed econ- 
omy players has redirected activity away 
from innovation and toward capturing 
existing technologies. This is particular- 
ly true in the R&D system, which has the 
same hybrid state-market characteristics 
as the rest of the economy. 

For one thing, the liberal new funding 


for technological research is handed out to 

fund projects that can produce measurable 

results within the time-in-class of the rel- 
evant bureaucrats—three to five years. The 

only reasonably sure targets in the world of 
R&D are existing technologies, and so Chi- 
nese funding programs allocate resources 

for technologies whose prices on the inter- 
national market have been identified as at- 
tractive. Grants are given in order to have 

the technologies localized. 

Under the rules of several funding pro- 
grams, the technologies so developed may 
be patented to the developer, but they must 
be transferred on royalty-free or else rea- 
sonable terms to Chinese (but not foreign- 
owned) companies. Thus, China’s R&D 
base has been set in motion trying to re- 
verse-engineer things like the Pentium 1 
processor and the cpMaA mobile chipset, 
not so that companies can avail themselves 
of better technologies, but so that Chinese 
companies can curtail sending money 
abroad to foreign owners of technology. 

Once the technologies have been suc- 
cessfully reproduced, localities get on 
board with the national export drive by 
providing free land as well as construction 
and tax benefits to the politically favored 
enterprises. So, whether in consumer dura- 
bles or network equipment, the enterprises 
can mass produce and export the technolo- 
gies they were asked to discover, or uncov- 
er, by policy makers at institutions like the 
Ministry of Science and Technology and 
Ministry of Information Industry. 

If the technology is not quite up to ex- 
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port standard, the tech companies find a 
local Chinese market with radically low 
prices and attractive service packages, 
which they can do, having been spared 
the market cost of capital or of R&D. The 
net result tends to be a lowering of the 
technology’s price without a material im- 
provement in its basic efficiency, which is 
a pure value deterioration. The consumer 
wins in the short run, but scientists and 
industry find themselves playing in a neg- 
ative-sum market. 

æ Putting scientists into business At 
the same time, the spin-off of compa- 
nies from state labs and universities has 
in some cases made high-profile million- 
aires. That in turn makes professors and 
scientists chafe at their bad luck being 
stuck in dim and unimpressive labs. Uni- 
versities are not just permitted but en- 
couraged to form companies based on 1P 
resources, often in partnership with na- 
tional organs, like the Chinese Academy 
of Sciences or Most, and individuals from 
the universities may often hold about 40% 
of the equity. This is a marked contrast to 
many other countries, where universities 
put potentially valuable 1p into the mar- 
ketplace for third-party developers. 

The problem is that academic institu- 
tions tend to be very bad at making com- 
mercial products, because resources are 
allocated by a bureaucratic process. So 
labs and universities tend to set up com- 
panies around offerings that are not com- 
mercially viable and then promote them 
energetically within the political system. 

æ Environmental instability The eco- 
nomic environment itself in China dis- 
courages innovation. State-bank capital 


remains highly policy-directed to gov- 
ernment-owned and politically well-con- 
nected companies, and venture capital is 
often akin to loan sharking. Rapid regula- 
tory change creates an unstable business 
environment, so potential customers are 
highly skeptical of the stability of new 
market entrants, especially those with- 
out a government houtai, or backer. 

Companies that bring out innovative 
products have difficulty surviving to 
support them six months later. The in- 
novative products seldom get developed 
anyway, since the very capable Chinese 
engineers, many going without salary to 
work on commercializing their inventions, 
cannot command the financing to sup- 
port two years of marketing to a skeptical 
and price-sensitive clientele. Meanwhile, 
whatever innovation they have produced 
is exposed to opportunistic players, bring- 
ing even greater price pressure. 

With a need for cash flow, the develop- 
ment teams begin to make what the mar- 
ket rewards: cheap, custom technologies 
that work almost as well as the expensive 
existing solution at a lower price, less 
than half in many cases. Misallocation 
of capital combined with poor protection 
for commercial technologies derail what 
should be the most powerful structures 
for generating profitable innovation. 

æ Provisional ownership rights A re- 
markably inventive patchwork of regula- 
tory innovation to begin with, ownership 
is constantly challenged by arbitrary in- 
tervention by officialdom. The foreign 
provider of an innovative telecommuni- 
cations technology may have its contract 
abruptly terminated when a Chinese com- 
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Chinese companies are motivated to identify 
technologies with proven value and appropriate them. 








petitor emerges, with the excuse that the 
sales contract was actually an illegal ser- 
vice arrangement. The providers of radio 
programing or television content regu- 
larly see their contracts abrogated when 
the license holder has a more attractive 
offer. Only a slim excuse having to do with 
China’s unpublished information regime 
need be provided. 

There is an increasing tendency for a 
sale of something like software, with resid- 
ual and contractual rP licensing costs, to be 
treated as value-added service provision, 
bringing it into a much more complex reg- 
ulatory arena. Very often, the technology 
or service providers are told that renewed 
market access is contingent upon technol- 
ogy transfer to the domestic competitor. 

Within this ecosystem of copying, com- 
panies and individuals are motivated to 
identify existing technologies with prov- 
en market value, uncover vulnerabilities 
in their legal protection, and appropriate 
them through whatever means necessary. 
The fortune makers and their companies, 
promoted to mythic heights by a zealous 
business press, are set too high a perfor- 
mance benchmark for any other path. 

æ The Internet economy The other 
half of the Chinese rp impact story starts 
in the United States. Just as railroads and 
telegraphs in the mid-19th century made 
copyrights and patents commercially im- 
portant, so the Internet and associated 
information technologies enabled two 
enormous changes in how rP began to be 
traded in the 20th. 


First, information technologies have 
made it possible for small companies to 
reach across the world and offer niche 
technologies directly to manufacturers, 
who are far less likely than in 1980 to own 
their own software and systems integra- 
tion units or their own R&D facilities. 
Two decades ago, it would have been im- 
possible to form a company based on in- 
novations to a piece of software that runs 
elevators, because there were only a few 
elevator companies, and they made their 
own software. Now this kind of enterprise 
is routine. This has nurtured development 
and commercialization of innovation, but 
it makes 1p hard to control, because the 
small tech companies do not have the re- 
sources to follow their technology around 
the world and see whether their rights are 
being respected. 

Second, information technologies have 
made the promulgation of technology an 
instantaneous and cost-free event. Soft- 
ware can be copied onto millions of ma- 
chines anywhere in the world in minutes. 
Films can be secretly recorded in a theater 
in New York, uploaded to the Internet an 
hour later, and pressed into a cD within 
hours in China. All sorts of digital content 
can be dispatched through networks. 


Trade Battles 


SO CHINA AND its technological ambitions 
emerged into the international economy 
at the same time that the promulgation 
of information technologies was creat- 
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ing highways on which obscure technical 
tools would cross the world. 

Policy reactions in both Beijing and 
Washington—which, despite its freelanc- 
ing in geopolitics, remains the global lead- 
er in trade policy—have been predictable. 
The Washington policy community has 
taken up IP rights as the shibboleth of the 
new century and has prepared a varied kit 
of policy tools for China, from knowledge 
exchange on IP law and enforcement all 
the way to threats of massive trade sanc- 
tions. Trade associations have allocated, 
in some cases, hundreds of thousands of 
dollars for the China antipiracy campaign. 
Foreign businesspeople wobble between 
a sort of gloomy realpolitik that says Chi- 
na will never change and a can-do opti- 
mism focused on bringing China’s legal 
environment step by step into a Western 
IP model. 

The optimists claim that China is tun- 
ing up its system and will emerge from 
this period as a full member of the inter- 
national community of Ip respecters. They 
promote IP not only because it’s good for 
business but also because they see it as 
a necessary step toward China’s ultimate 
graduation into the world of development 
and democratization. 

China, meanwhile, wavers between ac- 
cepting the Western model and claiming 
special, developing-country exemptions. 
Some Chinese believe the Western model 
of strong patent protection and vigilant 
litigation can actually work to China’s 
benefit, but many are interested in using 
IP law as one more tool for strategically 
advancing the interests of chosen compa- 
nies. Special consideration for developing 
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countries would include promoting the 
use of China-specific technical standards, 
using antitrust provisions to litigate with 
foreign IP owners, and filing antidumping 
actions against foreign rights-holders. 

Coordinated with strong political and 
financial support for the domestic tech 
companies that are carrying “Chinese” 
technologies out into the world, leaders 
are hoping to engender a new and more 
sustainable form of mercantilism. Despite 
the cynical deployment of these tools, it’s 
hardly surprising Beijing’s policy makers 
want to engage in the same kinds of trade 
promotion the West used in the past. 

Entry into the World Trade Organi- 
zation has made obsolete many of the 
old tools of industrial promotion, includ- 
ing industrial plans, forced tech transfer, 
mandatory local content and export re- 
quirements. But the state’s ownership in- 
terest in major enterprises remains, and so 
does its fundamental mission of promot- 
ing Chinese-owned companies. So Beijing 
will inevitably reach for newly available 
tools. The instinct to protect what you 
own is basic. 


What’s an MNC to Do? > 


BEFORE THE MID-1990s, China’s copying 
did not matter very much international- 
ly. The volumes were small, the quality 
sub-par and the distances traveled were 
short. Foreign investors were aware of 
the treacherous IP environment in Chi- 
na, but they did not need to adjust their 
corporate strategies much, other than to 
protect themselves in Chinese ventures 
by withholding technology. 
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China wavers between accepting the Western IP 
model and claiming developing-country exemptions. 





But today volumes and competency are 
both increasing at a pace beyond anyone’s 
expectations. Thus far, all have reacted to 
the pressure from China, but not all have 
reacted strategically. 

Because of the copying, and because 
of China’s ability to discount other values, 
such as environmental sustainability and 
labor rights, products flowing from China 
are being offered at radically low prices, a 
phenomenon that has been dubbed “the 
China price.” Even after moving their man- 
ufacturing operations to China, MNCs still 
find themselves uncompetitive on price be- 
cause of the stripping away of intangible 
costs in their products and other advantag- 
es owned by domestic competitors. 

To remain in the game, then, they must 
shift their business models. First, they 
tend to shorten product cycles, in order 
to sell into the lower prices coming sooner 
than ever. They focus the company’s val- 
ue management in its innovation process 
rather than in the products themselves. 
They tend to concentrate on high- and low- 
end products and to thin out the middle 
tier of their product suite. And they may 
offer high-value service packages in place 
of a high-priced retail product. 

But for the longer run, multinational 
corporations must reassess their IP strate- 
gies more fundamentally. Here are some of 
the responses that work in the real world: 

* Opensource and open standards One 
of the more interesting strategies adopt- 
ed by tech companies is what you might 
call “killing them with kindness.” Believ- 


ing they can no longer protect 1P as they 
would tangible assets, these companies 
instead open the 1P to multiple distribu- 
tion, training, and production partners in 
an effort to develop a virtuous ecosystem 
of suppliers and partners who all use the 
same technological standards. By provid- 
ing free access to substrate technologies, 
companies may be able to establish the 
language that all new technology in that 
area will use. That could create a much 
bigger market to profit from. ' 
* Targeted litigation Companies with 
strong IP assets and enough volume to jus- 
tify a big legal staff may choose a strate- 
gy of aggressive defense of their interests, 
putting the market on warning that the 
smallest violation of registered rights will 
be discovered and prosecuted, so that the 
pirates will choose easier targets. Sever- 
al Chinese electronics companies say that 
they pursue such a strategy of scaring 
the monkeys by killing the chickens, and 
that as a result pirates do not steal their 
IP. This seems particularly effective in de- 
fending trademarks. Some large corpora- 
tions even take over the rP portfolios of 
smaller companies and lease back the pat- 


-ents, because the market knows that the 
` big MNCs will defend their rights. 


æ Close control Some companies con- 
centrate their efforts on physical controls 
that make piracy more difficult and less 
lucrative. One typical strategy is the high- 
level encryption in set-top boxes, used as 
a physical obstruction to those who would 
steal satellite or cable signals. In some in- 
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dustries, the 1p consists of real secrets, such 

as encryption algorithms or chemical for- 
mulas, and physical controls are the only 
practical answer, so the companies tend 

not to transfer their technology to China, 
and at home they have access controls to 

the premises and noncompete and nondis- 
closure agreements with employees. 

# The “local price” There is at least 
some truth to the Chinese contention that 
people with an average annual income of 
$1,000 can’t be expected to pay $250 for 
a piece of software to run on a personal 
computer. Some companies respond by 
stripping down the feature set in products 
destined for sale in China and offering a 
lower-than-international price. 

For instance, Microsoft offers a soft- 
ware suite called Office Starter that sells 
inexpensively in Thailand. The challenge 
is to keep the products sufficiently dis- 
tinct that customers in other parts of the 
globe do not feel cheated, and vendors do 
not arbitrage the product across regions. 

æ Universal licensing Content own- 
ers find it extremely difficult to control 
the copying of music, films, games and 
software distributed through stores on 
physical media. Some choose not to offer 
individual product licenses for sale but in- 
stead an all-you-can-consume scheme for 
periodic subscription fees. 

æ Service/support model Perhaps 
more than any other strategy, 1P owners 
are shifting toward a business model that 
brings in revenues around services rath- 
er than their associated products. This is 
true of many open-source software instal- 
lations. It also can be effective for games, 
in which players pay to play with others 
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on the network, and for antiviral software, 
which requires upgrades. . 


OREIGN BUSINESSES AND gov- 
ernments need to wake up to the 
fact that a fundamental shift has 
occurred in the way in which products are 
traded, and the transubstantiation of in- 
tangible value that has been possible since 
the 19th century no longer holds. Piracy is 
not just the result of lax enforcement, but 
also incentives built into the structure of 
China’s economy. The state has maintained 
its historical control of economic value; in 
that economy IP protections are not in its 
interest and therefore not in the interest of 
the companies the government owns, nur- 
tures or favors. Only the smallest compa- 
nies in China want 1P rights, but as soon as 
they grow large, the rights are arrogated 
to the state. 

IP regimes, despite the romantic no- 
tion of fostering individual creation, actu- 
ally enable corporations to form and grow 


F 


based on the development and commer- 
cialization of a particular kind of innova- 
tion. The Chinese system is not interested 
in enabling unfettered growth by corpo- 
rate entities. Rather it charges corpora- 
tions with a portion of the state’s growth 
agenda and gives them a limited franchise 
but not definite property rights. 

Given that China is a long way from re- 
solving the more fundamental questions 
of property rights and the state’s role in 
the economy, foreign companies worried 
about protecting their intellectual prop- 
erty must develop their own strategies for 
surviving a protracted struggle. WE 
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The Next Wave 
Of Offshoring 


By Robyn Meredith 





S SUMER SHANKARDASS 
is driven through Bom- 
bay, barefoot beggars 
tap on his car windows 
at stoplights, asking for 
money, but the 36-year-old Indian entre- 
preneur ignores them. He is concentrating. 
A press release issued in London has 
caused his cell phone to beep half a world 
away. He glances at the text message on 
his phone and breaks into a victorious grin. 
He leans over to tell the others in the car 
the good news: Norwich Union, the large 





British insurance company, is laying off 
900 people in the United Kingdom. 

Mr. Shankardass knows these jobs— 
and 3,000 others which were subsequently 
earmarked by Norwich for offshoring— 
are headed for India. That can only mean 
good news for wns Global Services, the 
Indian outsourcing company where he 
works as a senior vice president. In 2004, 
his was one of three India-based compa- 
nies awarded outsourcing contracts by 





Norwich’s parent company, Aviva. 

On the other side of Asia, in a new 
Shanghai technology park that is home to 
scores of Chinese and foreign tech com- 
panies, Jun Qian, 29, is tapping away at 
his keyboard, seemingly oblivious to the 
China where his parents grew up—a place 
where an education wasn’t allowed, where 
prosperity could get you killed. Told that 
American managers like him earn 10 times 
as much, he shrugs. Even if he were given 
the chance to move to America, he says 
he’d stay in China. “I’m focusing on the 
future,” he says. “We have a lot more op- 
portunities here.” 

Around the world, a quiet revolution 
is taking place. It wasn’t planned, it isn’t 
political. But it is steadily marching, some 
might say leaping along, and—even if we 
wanted to—it can’t be stopped. The rev- 
olution’s name is offshoring, and while 


as Ms. Meredith is a correspondent for Forbes 
magazine based in Hong Kong. 
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the concept is not new—manufacturing 
jobs have been moved to countries such 
as China and Mexico for years—what is 
different of late is the huge number of 
white-collar jobs that are being relocat- 
ed abroad, and ata tempo and scale never 
witnessed before. 

And it’s just starting. Over the next 
decade, offshoring will knock millions of 
white-collar Americans and Europeans 
out of work, blowing a hole in the middle 
class from Los Angeles to London, from 
Boston to Berlin, from Toledo to Tokyo, 
from Austin to Amsterdam. 

“I don’t think most people appreci- 
ate the magnitude of the change in the 
world’s workforce,” says Intel’s chief ex- 
ecutive, Craig Barrett. “Over the next 10 
years you are going to see major, major 
dislocation,” he warns. He should know. 
Intel is hiring thousands of new workers 
overseas. 

Big and small companies alike in in- 
dustry after industry have done the math 
and are rushing to move even their most 
specialized jobs to Asia to cut wages by 
between half and four-fifths. “We’re now 
outsourcing investment banking to Mum- 
bai,” says Stephen Roach, chief economist 
at Morgan Stanley. “I don’t know why we 
would ever hire another software pro- 
grammer in New York again.” 

In earlier years, offshoring, or the 
substitution of foreign for domestic labor, 
meant that an American dialing a toll-free 
number caused a phone to ring in India, or 
a German sending an e-mail to Microsoft 
got a reply from China. Now it means that 
sophisticated computer programs, once 
written in Silicon Valley, are coded in Ban- 


galore. Medical x-rays, previously read by 
doctors in Frankfurt, are now being ana- 
lyzed by medics in New Delhi. Bank clerks 

are crunching numbers in India and send- 
ing them electronically to New York. Ma- 
terial for animated movies is created now 
in Hyderabad, not Hollywood. 

This is the next wave of globaliza- 
tion, and it is shifting work to dollar-a- 
day factory workers and dollar-an-hour 
white collar workers in Asia. Alarm bells 
should be ringing for Americans and, 
even louder for Europeans: Fat, rich and 
spoiled Westerners have for several gen- 
erations been shielded from workplace 
competition with the world’s most pop- 
ulous nations. As both China and India 
open to the world for business, and ad- 
vanced communications technology be- 
coming more and more widespread, some 
one billion workers have suddenly been 
added to the world’s labor pool. With an 
increase in the number of Asians quali- 
fied for white-collar jobs, people in the 
industrialized nations are suddenly dis- 
covering their high Western wages are no 
longer competitive. 

There is no single, authoritative source 
on the number of U.S. jobs lost to offshor- 
ing. In recent years, about 100,000 soft- 
ware-writing jobs have moved from the 
U.S. to India alone, according to the Eco- 
nomic Policy Institute. Those jobs would 
have paid a combined $136 billion a year 
in wages. By the end of 2005, one of ev- 
ery 10 jobs at U.S. information technology 
vendors and service providers will have 
moved offshore, according to data from 
the Bureau of Labor Statistics, Gartner 
and Morgan Stanley. Another 400,000 
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“I don’t know why we would ever hire another 


software programmer in New York again.” 








back-office jobs have already moved off- 
shore and 3.3 million should move by 2015, 
according to Forrester Research. 

Vivek Paul, vice chairman of Indian IT 
giant Wipro, figures that over the next five 
years, 7% of U.S. white-collar jobs could 
be moved overseas, and a whopping 60% 
of software jobs. “There’s very little eco- 
nomic rationale for having those jobs in 
the U.S.” he says. 

Here’s the extent of the good news for 
middle-class America: If history is any 
guide, just over a third of those who are 
laid off because of offshoring will quickly 
find a new job and be no worse off, accord- 
ing to consultants McKinsey & Co. Just 
over half will have to take pay cuts of at 
least 15%. A quarter of those laid off will 
take pay cuts of at least 30%. 

European workers are even in worse 
trouble: those who lose jobs there are 
only half as likely as Americans to find 
new jobs within six months, according to 
McKinsey. 

European companies have traditional- 
ly lagged behind their U.S. counterparts 
in offshoring, but there is new evidence to 
show that this is changing. According to 
a survey of 500 companies conducted last 
year by the United Nations Conference on 
Trade and Development and consultants 
Roland Berger, four out of 10 European 
firms have begun to relocate service op- 
erations offshore, with 40% of all projects 
going to Asia, especially India. 

Yet European companies seem to be 
all too aware of the obstacles they face in 


fully embracing offshoring, chief among 
them tougher labor laws makes bidding 
adieu to unwanted staffers more difficult 
than is the case in the U.S. Add to that 
the need to serve customers in languages 
other than English, and the complexities 
of offshoring for European firms become 
apparent. Yet, they will have to overcome 
these difficulties, or lose out to their lean- 
er U.S. competitors that have already shed 
droves of jobs at home. 

For Chicago techie David Huber, it is 
hard to be philosophical about how Asia’s 
rise is changing the currents of the global 
economy. To him and others whose jobs 
can easily be moved abroad, the changes 
are all too personal. His last full-time com- 
puter-programming job paid $82 an hour— 
more than $170,000 a year. After months 
out of work, he accepted a temporary job 
paying $58 an hour. It lasted a few months. 
He finds himself worth less to employers, 
and that makes him feel worthless. He has 
watched companies with jobs to fill offer 
lowball salaries, then move the jobs to In- 
dia when Americans won’t work for wages 
that are dramatically lower than they are 
used to. “No job is safe,” Mr. Huber says. 
To him, offshoring amounts to “disman- 
tling the U.S. middle-class workforce.” 

Cruel to Westerners, offshoring is 
cause for celebration in Asia. This migra- 
tion of jobs is one of globalization’s great- 
est achievements—a fast-rising living 
standard in poor countries that is propel- 
ling better-educated Asian workers into 
an expanding middle class. 
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J.P. Morgan’s new back office—a place 
where hotshot meas crunch numbers on 
stocks traded in New York, London and 
Tokyo—is nowhere near those legendary 
banking centers. Instead, it is in Bombay, 
India, across the street from a desperate 
slum. 

In glittering London and New York, 
those who win coveted first-year invest- 
ment banking jobs earn $150,000 a year 
and buy Porsches with their bonuses. 
Soon, there will be far fewer of them: Last 


year J.P. Morgan began hiring in Bombay l 


at just $25,000 a year—not enough for a 
Toyota. Already there are 2,000 bankers 
and researchers in India, and within a few 
years, the company’s plans call for up to 
8,000 in India—half in Bombay and halfin 
a new office planned for Bangalore. 

In Shanghai and Kuala Lumpur, in 
Delhi and Bombay, white-collar denizens 
of the offshoring boom now gather at hip 
bars and pricey restaurants. It is as if the 
exuberance of Silicon Valley has moved to 
Asia. They spend their new paychecks on 
trendy Western clothes, trips abroad and 
new cars. Every month, two million more 
Indians and five million more Chinese 
carry cell phones as their countries grow 
richer. Young college graduates job-hop 
for ever-higher pay. The future has never 
looked brighter. While Chinese comput- 
er programmers splurge to buy the latest 
consumer goods, many will live with their 
parents until they are in their 30s, saving 
three-quarters of their $5,000-a-year sal- 
aries to buy a home or a car. That is not a 
sacrifice for them. It is an improvement. 

“It is not the best feeling in the world 
to know that I’m taking away someone’s 


job,” says Sheelan Chawathe, who answers 
phone calls from overseas customers of 
Delta Air Lines from a Bombay office. 

How did the vast movement of white- 
collar jobs come about? The Internet and 
other tech wizardry invented in the U.S. 
inadvertently laid the groundwork for a 
great leap forward in globalization. 

The boom in Silicon Valley produced 
not just dazzling new technological ca- 
pabilities, but also extravagant parties, 
stratospheric California rents and tru- 
ly exorbitant wages for computer pro- 
grammers like David Huber, who were 
suddenly in short supply. American tech 
companies began using the 1-8 Visa pro- 
gram to bring programmers from India to 
Silicon Valley to help during the crunch. 

Even with the temporary immigrant 
workers, American and European com- 
panies faced a drastic shortage of techies 
who could write boring computer code 
to fix 2x glitches. In desperation, they 
began the first large-scale experiments 
with offshoring: when they moved over- 
flowing work to India, and found capable 
programmers on the cheap. It worked. 
Then, after Silicon Valley’s new technol- 
ogy enabled companies to cheaply route 
phone calls over the Internet, companies 
tried moving $18,000-a-year jobs answer- 
ing customer service calls to India. That 
worked too. So companies began asking 
what other white-collar work could move 
to India, and what other countries with 
cheap labor could be home to more jobs 
sent offshore. 

Meanwhile, the dot-com bust forced 
many tech companies to move more work 
overseas to save money if they wanted to 
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survive. Now there is an exodus: Tens of 
thousands of Silicon Valley’s $65,000-a- 
year computer-programming jobs are on 
the move, and well-paid research and de- 
velopment work is quickly being shipped 
to low-cost China and India. Even ac- 
counting and law firms are sending tax 
and lawsuit preparation work offshore. 

Yet offshoring doesn’t have to be all 
doom and gloom for Western countries. 
Economists say increased trade—global- 
ization—however painful for those who 
lose their jobs because of it, always brings 
more wealth to the world as a whole. Off- 
shoring is already a net gain for the U.S. 
and for the country where the jobs land. 
Every dollar of spending that U.S. compa- 
nies transfer to India creates $1.46 in new 
wealth, according to McKinsey research. 
India keeps 33 cents of that gain, while 
the U.S. keeps $1.13 for every dollar spent 
on offshoring. 

This means consumers in the West 
are big winners, too. Despite the pain felt 
by white-collar workers whose jobs are 
moved offshore, the jobs transfer will 
bring lower prices to the shores of the 
industrialized nations. Just as a flood 
of cheap factory goods appeared at Wal- 
Marts, Woolworths and Japan’s 100-yen 
stores after factories moved to Mexico 
and China, costs are dropping for some 
service-related work. 

Take computers. The movement of 1T 
hardware manufacturing offshore caused 
tech hardware prices to fall between 10% 
and 30% faster from 1995 to 2002 than 


they otherwise would have, according to 

the Institute for International Economics. 
Hardware and software prices will con- 
tinue to drop as more computers are built 

in China and more software code written 

in India, according to the institute. 

_ Moving jobs in other fields will cause 

similar price drops. Americans may see a 

slowdown in the increase in medical costs 

as the vast, inefficient processing of insur- 
ance claims is moved offshore. 

China and India aren’t the only ones 
trying to get in on the offshoring action. 
Call it revenge of the colonies, but any 
developing country with lots of English 
speakers and good Internet links is now a 
prime jobs magnet. Malaysia razed a jun- 
gle full of palm oil trees to build a high- 
tech industrial park to woo companies. 
The search for cheap office workers has 
led usBc, Nokia, NTT, Shell, Cisco, Erics- 
son, Fujitsu, Cable & Wireless and more 
than 250 other foreign companies there. 
Philippines President Gloria Macapagal 
Arroyo has traveled to New York and Lon- 
don to encourage companies to move call 
center jobs her country. With hourly pay 
rates in Asia averaging at $1, it’s easy to 
see the region’s appeal. 

However, China and India are partic- 
ularly well positioned to attract foreign 
companies. Together, they produce four 
million college graduates a year, twice as 
many graduates as the U.S. and Europe 
combined. Whereas a decade ago, only a 
handful of China’s top universities offered 
computer science degrees, with students 
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trained in obsolete techniques, today ex- 
ecutives from Microsoft lecture at Chinese 

universities—to ensure the company will 

have a qualified pool of techies to choose 

from when it hires. Gaining entry to one 

of India’s distinguished Indian Institutes 

of Technology is said to be 10 times more 

difficult than getting into Harvard. 

It isn’t just computer jobs that are 
moving to Asia. Many back-office jobs at 
banks, telecom.companies and most oth- 
er big companies are on the move. In one 
of the many new Shanghai skyscrapers, a 
chart runs the length of one wall in an 
HSBC office. There, a dozen people plan 
how the bank will go about moving hun- 
dreds of jobs to Shanghai. Starting with 
jobs moved from Hong Kong and Singa- 
pore, customer-support jobs are tracked: 
10 jobs will move one month, 23 the next, 
and so on. Layoff tributaries scattered 
around the world are converging into a 
river of new jobs in Shanghai. 

When factory jobs began moving to 
low-wage countries like Mexico, Poland 
and China, many hourly workers respond- 
ed by making sure their children went to 
college and moved into supposedly safe 
service-sector jobs. Today, many of those 
very workers may need to find something 
else to do as they watch their own jobs 
move offshore, just as their parents’ jobs 
migrated a generation before. No one 
knows whether this time, the U.S. and 
Europe will be able to create new, high- 
er-skilled jobs fast enough to replace jobs 
sent offshore, or whether to fear a grow- 


ing number of long-term unemployed 
Westerners. 

It is hard to argue with the statistics 
that show the world will get richer as a 
result of the increased trade. But averages 
don’t tell the whole story, and statistics 
care nothing for who wins and who loses. 
The millions of Americans and Europeans 
thrown out of work by offshoring won’t be 
cheering. They will be forced to upgrade 
their skills or to accept lower salaries. The 
only good news for those who lose their 
jobs will be that prices will likely continue 
to fall, making it easier to keep their stan- 
dards of living from dropping as much as 
their paychecks. 

Back in Chicago, things had begun to 
look up for techie David Huber. After more 
than a year out of work, he called friends 
to announce, happily, “I finally got a job.” 
It was a good one, one that paid more than 
$100,000 counting a bonus. The new sal- 
ary still amounted to a 15% pay cut from 
his last permanent job and a 41% cut from 
his salary during the tech boom. 

However, that job lasted only six 
months, then his company downsized. 
That was six months ago, and the phone 
company has shut off his long-distance 
service until he pays up. But he’s not giving 
up: “I’m waiting to hear back on about six 
or seven opportunities,” says Mr. Huber, 
who by now is used to looking for work. 

Plenty of Americans, and even more 
Europeans, are likely to have grueling 
experiences like Mr. Huber’s in the com- 
ing decade. = 
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Thaksin Dismantles 
Thailand’s Opposition 


by Pasuk Phongpaichit and Chris Baker 





N DECEMBER 2003, 
Thaksin Shinawatra 
promised he would win 
Thailand’s next election 
by an “avalanche.” On 
February 6, the boulders tumbled down, as 
his Thai Rak Thai party won 61% of the 
vote and 377 of the 500 seats. 

This overwhelming electoral majority 





makes Mr. Thaksin more powerful than 
any leader in Thailand’s postmilitary era. 
Several things about the way he won are 
also important for understanding what 
this result will mean. 

First, it was very much a personal vic- 
tory. Mr. Thaksin dominated the party’s 
campaign. He asked people to vote not 
for particular candidates, but for him to 
be prime minister. His speeches boasted 
about what he had done in the past four 
years and what he would do in the next 
four, with scant mention of the rest of his 
government. 

Far more than ever before, Thais 


voted by party rather than for local rea- 
sons. Even among those who voted for a 
non-TRT candidate in their constituency, 
many chose Mr. Thaksin and TRT on the 
party list (a vote by party which decides 
the allocation of 100 seats). The result is 
not only a big mandate for the government 
but also a big personal mandate for the 
prime minister. 

Second, most of the local politicians 
who have dominated Thai politics for the 
last two decades are now inside TRT. Al- 
though Mr. Thaksin now has 129 more 
members of parliament than after the 2001 
polls, not many of these are new faces. His 
310 constituency MPs include 177 sitting 
TRT MPS, another 45 acquired by the merg- 
er of three parties, 21 more defectors from 
other parties, 11 who had been mps before 
2001, and nine sons and daughters “inher- 
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iting” seats from sitting MPs. 

TRT has become a political magnet. 
The party is now a meeting place for the 
big corporate interests clustered around 
Mr. Thaksin, and the local businessmen— 
especially construction contractors—who 
dominate Thailand’s provincial politics. 

Third, in his speeches on the campaign 
stump, Mr. Thaksin presented voters with 
a view of how Thailand ought to be run. 
He claimed he is committed to the people 
and can get things done because he works 
hard and has business skills. He appealed 
to voters to give him a huge majority so 
he could overcome obstacles like parlia- 
mentary opposition, torpid bureaucrats, 
yakking academics, and others of little 
faith. He argued that “destructive poli- 
tics,” meaning the competitive model of 
plural democracy, was a Western import, 
wrong for Thailand, and due for abolition. 
He assured voters that he himself is “the 
fount of democracy.” Thus the prime min- 
ister worries those who believe in liberal 
democracy, because he clearly does not. 

Mr, Thaksin’s politics have changed 
greatly over the past five years. He has be- 
come more populist over time as he has re- 
alized the potential of public support. In 
recent years, Thai political analysts have 
tended to concentrate on the aspirations 
of the country’s new middle class. They 
have ignored the fact that around two- 
thirds of the population are still in small- 
holder farming or the informal sector 
of the cities—working in mom-and-pop 
stores, street-vending, markets, bars, con- 
struction sites, small factories, domestic 
service and so on. Such people do not form 
a coherent political lobby, but their num- 





bers are critical in elections. Mr. Thaksin 
has tapped this huge passive force. 

He appeals to this group by offering 
social schemes like cheap health care 
which are available to all, not just those 
in formal employment. Such measures are 
especially attractive to this big informal 
population. He put a clear plastic postbox 
outside Government House so any citizen 
can petition the prime minister, bypassing 
the bureaucrats who have lorded it over 
the little people. 

He also appeals to them by being a lot 
more open and “real” than earlier poli- 
ticians. He used to appear mainly in his 
business suit, but more and more he favors 
short sleeves, with buttons undone, and 
his hair a bit disheveled. He used to lard 
his speeches with English words and busi- 
ness jargon, but now is more likely to use 
dialect, colloquial jokes and asides on his 
own family and sex life. 

Finally, he appeals to them by rubbish- 
ing everything to do with the “old politics” 
from which these people got very little. 
He makes fun of the Democrat Party pre- 
cisely for being Thailand’s oldest party. 
He dismisses academics as “all talk and 
no action.” He boasts to the crowds on the 
campaign trail that he needs no help from 
intellectuals and experts. He has become 
steadily more aggressive toward old insti- 
tutions and old public figures because he 
finds this increases his popularity. 

With this mentality, and with the im- 
mense power conferred by the electoral 
mandate, Mr. Thaksin is going to rewrite 
Thailand’s constitution. He will not try re- 
drafting the document because that would 
provoke too much controversy. But he will 





|26 | FAR EASTERN ECONOMIC REVIEW «> March 2005 | 


Rule changes will make the executive, particularly 


the chief executive, much stronger, and Mr. Thaksin 
is blurring the line between ruling party and state. 








change the rules, introduce new practices 
and shift the real location of power. 

This process is already under way, but 
now will accelerate. During Mr. Thaksin’s 
first term, the “independent bodies” creat- 
ed by Thailand’s 1997 constitution to serve 
as checks and balances on the executive 
were neutralized one by one. This was ac- 
complished mainly by managing the ap- 
pointment of their members, especially 
in the Constitutional Court, the National 
Counter Corruption Commission and the 
Election Commission. 

Now, parliament too will fade in im- 
portance. Over the last couple of years, 
the prime minister has rarely attended 
the house except for major occasions, ses- 
sions were regularly abandoned for lack 
of a quorum, and the government passed 
several critical measures by executive 
decree rather than legislation. After this 
election, the opposition has fewer than 
the 125 mps needed to call for a no-con- 
fidence debate on any minister. Over the 
last 20 years, such debates have become 

‘the major format for opposition scruti- 
ny of the executive. Now the opposition 
will find it difficult to create an alterna- 
tive. Ironically, this parliamentary elec- 
tion has resulted in Parliament becoming 
marginalized. 

Over the last four years, a group in the 
Senate, though a small minority, used the 
prestige of their position to challenge and 


question the executive in public. Elections 
for a new Senate will take place in early 
2006. Probably the government will exert 
subtle pressures to prevent the return of 
some obvious critics. 

The executive is going to become much 
stronger, and indeed the rule changes 
are already underway. Behind the smoke 
screen thrown up by the elections, the 
cabinet crafted a decree which reduces 
the quorum for a cabinet meeting to one- 
third, and allows the prime minister to 
hold an emergency meeting with only one 
other minister. The cabinet secretary gave 
assurances that the emergency provision 
would be used “on behalf of the people.” 

Other similar rule changes are in pro- 
cess. Mr. Thaksin’s people say these will 
increase the executive’s efficiency, but un- 
doubtedly they do so by increasing the pow- 
er of the chief executive. The government 
has also introduced a provision for desig- 
nating areas as Special Economic Zones in 
which the prime minister’s writ will re- 
place many of the laws of the land. Critics 
fear this will be used to overcome environ- 
mental laws and constitutional provisions 
which local people have begun to deploy to 
resist governmental authority. 

The increase in executive power is also 
a matter of people and institutions. The 
1997 constitution increased the prime 
minister’s power within the cabinet, and 
Mr. Thaksin is taking this further by the 
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way he uses appointments. His new cabi- 
net includes more people who are tied to 
him personally rather than having their 
own political base. Notable is Thanong Bi- 
daya, now commerce minister, who was 
Mr. Thaksin’s banker in his early busi- 
ness years and later an executive of his 
companies. There are also four personal 
aides, two other business friends, a class- 
mate from the police academy and a fam- 
ily doctor among the 35 ministers. Only 
eight are MPs. 

Similarly, government agencies that 
used to be independent have become more 
malleable. A clear example occurred after 
the tsunami, when speculation about the 
economic impact threatened to reduce in- 
ternational confidence in Thailand. The 
NESDB, the old planning board, headed by 
a recent Thaksin appointee, announced 
that the tsunami’s destruction would ac- 
tually increase the gross domestic product 
growth rate. 

Mr. Thaksin is also blurring the dis- 
tinction between the ruling party and the 
state apparatus. Early in his first term, 
his aides began to assemble a database 
on the political affiliation of all local of- 
ficials, presumably to guide promotions 
and appointments. In the recent election 
campaign, Mr. Thaksin made extensive 
use of government machinery. Several 
months earlier, he toured around every 
province, dishing out promises of gov- 
ernment spending on local projects. He 
launched the TRr’s election campaign at 
an event portrayed as a celebration of the 
government’s achievements, paid for by 
public money with crowds bussed in from 
the provinces. The state-owned electron- 





ic media gave much more prominence to 
Mr. Thaksin and TRT than other parties 
during the election campaign. 

This trend too will intensify. Immedi- 
ately after the poll result, Mr. Thaksin an- 
nounced that provinces which had voted 
heavily for TRT would be rewarded in the 
allocation of government spending. This, 
he explained, was a matter of gratitude. In 
Thailand’s old political culture, a patron 
must always look after his own people 
first. This principle is now being elevated 
to national policy. 

Mr. Thaksin will also try to give his par- 
ty more institutional strength. Out of Thai- 
land’s total population of 65 million, TRT 
has signed up 14 million members, most- 
ly recruited by using techniques based on 
pyramid selling. By the next general elec- 
tion, Mr. Thaksin promises that the local 
party units would select election candi- 
dates by something like primary elections. 
Presumably the plan is for TRT to house the 
political system, rather like Japan’s Liberal 
Democratic Party or Malaysia’s United Ma- 
lays National Organization. 

Thailand now has an effective one-par- 
ty state with some distinctly presidential 
touches. Mr. Thaksin told his campaign 
audiences that he expects to remain pre- 
mier another eight years, and that TRT 
will dominate Thai politics for much lon- 
ger. The opposition Democrat Party, he 
quipped, is “closed down for repairs.” 

At the election, the Democrats defend- 
ed their stronghold in the south very well. 
But elsewhere, the party was reduced to 
insignificance. The party has a new core 
with its leader Abhisit Vejjajiva and two 
young business figures from the capital. 
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On the stump, Mr. Thaksin promised grassroots 
voters the earth—and a couple of other planets. 








But as long as the party remains confined 
to the small southern region and a seg- 
ment of the Bangkok middle class, it will 
never pose a serious threat. Mr. Thaksin 
transformed himself to appeal to Thai- 
land’s passive masses, and eventually the 
Democrats will have to do the same. 

The main threat to Mr. Thaksin may 
be more internal than external. There is 
a possibility of conflict between the two 
key elements of his politics: the business- 
men clustered around the central party, 
and the poor masses which are his elec- 
toral base. 

On the stump, Mr. Thaksin promised 
the grassroots voters the earth and a cou- 
ple of other planets—more debt windows, 
more village funds, better health care, 
new education funding, a national water 
grid, free cows and social provisions from 
cradle to old age. He also promised the 
business sector he would keep the econo- 
my growing and introduce a massive slew 
of infrastructure projects. In total these 
promises run far beyond the capacity of 
the national budget. He told people not 
to worry about the funding because he 
can “turn paper into cash.” In reality, he 
will sell off state enterprises, securitize 
various government assets, try to legalize 
casinos so they can be taxed, increase off- 
budget financing and borrow from future 
government revenues. He will also need 
to keep the economy on an even keel so he 
can tap international finance markets for 
some of what he needs. 

But finding the resources to please 


both sides will always be a strain. At some 
point, the businessmen may start to ques- 
tion whether the populist schemes are 
too costly and insist the money is spent 
in ways that would more directly benefit 
them. The grassroots voters have raised 
their expectations and will detect any 
wavering of commitment. As long as the 
economy barrels along, this balancing act 
may be manageable. But if the economy 
slows, the conflict will rapidly emerge. 

Mr. Thaksin’s regime now looks a bit 
like the one-party states which have long 
existed to Thailand’s south in Malay- 
sia and Singapore. It also looks a bit like 
the populist regimes of Latin America 
where charismatic leaders denigrate and 
dismantle old political institutions. Mr. 
Thaksin is moving away from the model 
of liberal, plural democracy which has 
been the template for Thailand’s consti- 
tutions. The key political institutions are 
now the party, the inner coterie, and es- 
pecially the premier himself. Checks and 
balances, human rights, critical scrutiny, 
and parliamentary opposition are discard- 
ed as barriers to realization of the leader’s 
ambitious vision. 

With this new electoral mandate, Mr. 
Thaksin is in a position to change Thai- 
land’s politics in a structural way. He 
claims his remodeled state will enable him 
to make the economy zoom, overhaul the 
education system, and bring the last sev- 
en million out of poverty. For Mr. Thaksin, 
his new authority is a huge responsibility. 
For Thailand, it’s a huge risk. 
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Pyongyang’s Option: 


‘Ordinary’ 


Stalinism 


by Nicholas Eberstadt 





HE STAND-OFF over 
North Korea’s nuclear- 
weapons program con- 
tinues to defy easy 
resolution. And though 
the central issues in the ongoing North 
Korean nuclear drama are obviously stra- 
tegic and political, there is also an eco- 
North 
Korea’s autarkic economy today seems ut- 





nomic aspect to the problem. 


terly incapable of using peaceful interna- 
tional commerce to generate the revenues 
necessary to sustain the Democratic Peo- 
ple’s Republic of Korea. (Last year North 
Korea probably earned less than $50 per 
capita through normal nonmilitary trade— 
a shockingly low level for a modern indus- 
trial society.) Given the profound and 
continuing failure of its civilian economy, 
Pyongyang relies heavily upon interna- 
tional military menace to extort the aid it 
needs from abroad. Under such circum- 
stances, North Korea’s extraordinarily 
belligerent international stance, far from 


being irrational, may instead represent 
a well thought-out approach to regime 
survival. 

Given this, we might conclude that U.S. 
pressure—or for that matter, any other sort 
of outside pressure—cannot succeed in 
forcing Pyongyang’s leaders to alter their 
current course because they do not have 
any other viable economic option. How- 
ever, this may not be the case and alterna- 
tive solutions may yet exist. 

Economically speaking, North Korea’s 
situation is far from hopeless. Further- 
more, from a political standpoint, it is pos- 
sible to imagine a deal that meets the 
minimum basic demands of all sides, i.e., 
one that ends North Korean military 
threats but allows for continued Commu- 
nist rule in the D.P.R.K. One proposal that 
the North might be induced to take as a 
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way out of the current impasse is the com- 
bination of “ordinary” Stalinist economic 
policy and “defense sufficiency.” 

North Korea’s recent dismal economic 
performance cannot be explained in terms 
of the generic inefficiencies of communist 
economies. Rather it must be understood 
as the consequence of Pyongyang’s par- 
ticular and peculiar interpretation of “so- 
cialism with Korean characteristics,” in 
which hypermilitarization of the economy 
figures centrally. 

Even though the regime’s current top 
slogan is “military-first politics,” the as- 
tonishingly high priority placed on the de- 
fense sector is not new, and it is clear 
Pyongyang has been running North Ko- 
rean society and economy on a war footing 
since at least the start of the 1970s. 
The D.P.R.K.’s own data suggest the gov- 
ernment was fielding a force of more than 
1.2 million men in the late 1980s—a mobi- 
lization level comparable to that of the U.S. 
in 1943. There is no sign that military mo- 
bilization has declined since then. 

North Korea’s economy is the only one 
in East Asia to have declined substantially 
since the end of the Cold War. The most 
vivid sign of that failure was the 1990s 
famine—the only famine ever to be visited 
upon a literate, urbanized population in 
peacetime. North Korea’s economic per- 
formance has also been miserable in terms 
of commercial exports, one of the few eco- 
nomic indicators that can be traced with 
relative confidence. Between 1990 and 
2003, reported world exports of merchan- 
dise more than doubled, but the D.P.R.K.’s 
commercial merchandise exports dropped 
by an estimated 50%. North Korea’s con- 





frontational external posture, in short, has 
coincided with declining economic self- 
sufficiency. 

The D.P.R.K. has not always been an 
economic basket case. In fact, the North’s 
per capita exports were higher than South 
Korea’s until about 1970, and per capita 
gross national product in the two Koreas 
may have been equal as late as 1975. Be- 
tween 1975 and 2003, however, South Ko- 
rea’s per capita output nearly quintupled, 
and its volume of merchandise exports 
rose by a factor of 16. By contrast, North 
Korea’s inflation-adjusted commercial 
merchandise exports actually declined be- 
tween 1975 and 2003, and its per capita 
level of real commercial merchandise ex- 
ports may have fallen by nearly two- 
thirds. 

These divergent results from a divided 
Korea cannot be attributed to differences 
in culture, history or ethnic background 
for the two populations in question—the 
very same people inhabit both sides of the 
demilitarized zone. One immediate sug- 
gestion might be that North Korea was 
subject to communist central economic 
planning, and central economic planning 
always fails. Such an answer might seem 
plausible in the aftermath of the collapse 
of the Soviet empire—but it is contradicted 
by both theory and fact. 

In terms of theory, Nobel economics 
laureate Friedrich Hayek and his mentor 
Ludwig von Mises demonstrated in the 
1920s and ’30s that central planning sys- 
tems suffered from an irresolvable “social- 
ist calculation problem”—an inability to 
determine scarcity relationships for allo- 
cating resources efficiently. But the Aus- 
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trian school’s insight merely consigned 
centrally planned systems to mounting in- 





efficiencies and unnecessarily heightened 
costs, not to sharp and prolonged econom- 
ic decline. 

From the empirical standpoint, esti- 
mates by eminent economic historians 
such as Angus Maddison suggest that the 
Soviet bloc economies and Mao-era China 
did in fact experience considerable and 
long-term material advance. Even if their 

“total factor productivity” suffered, com- 
mand mobilization and technical innova- 
tion forced output up for many successive 
decades. 

North Korea’s conspicuous economic 
failure, therefore, can only be explained as 
a consequence of “socialism with Korean 
characteristics” as it evolved in the 
D.P.R.K. over the past generation—what 

- North Korean officialdom terms “our own 
style of socialism.” Aside from hypermili- 
tarization, there are several other ways in 
which North Korea has wrecked its econ- 
omy by going to extremes unheard of in 
other communist states. 

The state has ruthlessly suppressed the 
consumer sector, impairing the develop- 
ment of human capital and destroying in- 
centives' for work. Pyongyang has largely 
removed money from the economy, mean- 
ing that many transactions have to be ac- 
complished using barter (a situation still 
true despite the limited reintroduction of 
money via the consumer sector through 
the so-called “July 2002 reforms”). There 
is little financial intermediation, and in- 
deed the political system is hostile to en- 
trepreneurial activity, even by state-owned 
companies. North Korea has defiantly re- 


www.feer.com 


— l 


fused to pay its international debts since 
the 1970s, meaning it is unable to get cred- 
it, and it shuns trade with countries it re- 
gards as imperialist. 

This imposing array of destructive pol- 
icies and practices makes it depressingly 
clear why North Korea has been stuck in 
prolonged and severe economic decline. 
But it also offers a ray of hope: Reversing 
course could bring huge benefits. In fact, 
merely reverting to a range of economic 
policies such as those pursued by the So- 
viet Union under Josef Stalin—i.e., classic 
central economic planning—could poten- 
tially bring about improvements that 
would qualify in North Korea today as a 
veritable economic renaissance. 

Stalinism would also entail cutting 
back military spending and resources to 
those needed to maintain a sufficient de- 
terrent against an attack by South Korean 
and U.S. forces. North Korean leaders 
might worry that demobilization and re- 
duction of the constant barrage of propa- 
ganda about impending attack might make 
it harder to maintain loyalty to the regime. 
But just as for Stalin after World War II, 
this would hardly look to be an insur- 
mountable problem—and North Korea to- 
day is if anything an even more “perfect” 
police state than Stalin’s Soviet Union. 

Such a “bold switchover” in security 
policies and practices would enhance the 





productive potential, trade performance, 
and financial stability of the North Korean 

state. To begin, it would permit an enor- 
mous reallocation of resources, both man- 
power and capital, from military purposes 

to potentially productive civilian enter- 
prises. Given the scale of this possible re- 
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By adopting Stalinism, North Korea could, by its 
standards, experience an economic renaissance. 
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direction, there would be a significant 
supply-side stimulus. Furthermore, this 
would generate pressures that inevitably 
militate for relaxation of the other con- 
straints of perverse policies and practices 
currently shackling the D.P.R.K. economy. 

Most important of these would be the 
end of North Korea’s international mili- 
tary extortion. Without the instruments 
of international military menace that 
Pyongyang has utilized so assiduously 
over the past decade and a half to extract 
aid from the international community, 
Pyongyang would be obliged to move to- 
ward amore internationally open econom- 
ic orientation, with all that such a change 
would imply. 

Naturally, there would be a lag between 
the switchover and the economic benefits 
it would bring. In economic terms, that pe- 
riod would be the time of maximum vul- 
nerability for the domestic economy, and 
politically the time of maximum pressure 
on the government. But these pressures 
could be mitigated by new inflows of ex- 
ternal aid. 

In considering the magnitude of the in- 
ternational aid needed to support a “bold 
switchover” of security policy of the 
D.P.R.K., the appropriate metric is argu- 
ably the amount of official aid and public 
loans necessary to maintain current North 
Korean levels of imports from the outside 
world. That’s because, despite its ideology 
of self-sufficiency, the North Korean econ- 
omy depends on imports for many of its 
critical needs. ` 


Looking at “mirror statistics” derived 
from reports by North Korea’s trade part- 
ners, the absolute estimated level of North 
Korean imports varied between about $1.2 
and $3 billion a year from 1989 to 2003. 
The fluctuation of estimated imports 
tracks quite closely what we know of the 
D.P.R.K.’s state of economic well-being 
during that period. 

Two distinct types of international 
government funding would be available: 
political aid and development aid. The for- 
mer would be contingent upon a credible 
change in security policy; the latter would 
be conditioned upon changes and reforms 
in North Korean economic policy. 

Which governments would provide aid 
to Pyongyang after a genuine security swi- 
tchover, and how much would they be 
willing to give? In terms of political aid, 
South Korea could easily approve an ad- 
ditional $2 billion a year, perhaps even 
more. Japan might give as much as $1 bil- 
lion a year over 10 years, the kind of pack- 
age that wasreportedly under consideration 
in 2000, the last time normalization talks 
between Japan and North Korea were se- 
riously bruited. With a new and credible 
leadership in Pyongyang, even the U.S. 
might offer a few hundred million dollars 
a year. 

Development aid, on the other hand, 
would depend upon North Korean willing- 
ness to meet a variety of conditions. Aid 
from multilateral lenders such as the 
World Bank and Asian Development Bank 
is contingent upon gaining membership of 
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those organizations, which in turn is de- 
pendent upon being a member of the In- 
ternational Monetary Fund. While these 
institutions would have to examine the 
credibility of the particular programs and 
projects proposed, it is certainly possible 
that the North could secure hundreds of 
millions of dollars a year or more in devel- 
opment aid. 

That means Pyongyang could plausibly 
expect an annual aid inflow in the range 
of $4 billion or more in the initial years. 
Even if some of these resources merely re- 
place current illicit North Korean earn- 
ings (i.e. drug trafficking, ballistic missile 
sales, etc.), overall import levels could still 
be increased by perhaps $3 billion a year, 
or double current estimated levels. 

These numbers imply that shortages 
of economic resources would not be the 
limiting constraint under such a future 
regime. Quite the contrary—the North 
Korean economy could expect to enjoy 
a higher level of imports, on both an 
absolute and a per capita basis, than ever 
before. 

Greater inflows of aid, to say nothing of 
private-sector investment, could be ex- 
pected if the regime embarked upon the 
path of “reform socialism” trod by China 
and Vietnam. But even if the leadership 
did not want to attempt this, North Korea’s 
economy would be in a better position to 
grow and develop than at any time since 
the 1960s. 

So North Korea might well be able de- 
velop its economy, after a fashion, while 
retaining its closed, highly controlled sys- 
tem. It could maintain an independent so- 
cialist polity, committed to central 
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economic planning and dictatorship of the 
proletariat and to a continuing partition of 
the Korean peninsula. Its government 
could remain Leninist, and leave Western 
criticisms concerning human-rights abus- 
es unaddressed. It is even theoretically — 
` possible to imagine this change in regime 
behavior without a concomitant change in 
regime personnel, unlikely as that may be. 

Does this analysis have a bearing on 
the resolution of the nuclear crisis? If 
North Korean leadership insists that its 
quest to amass a nuclear arsenal is a vital 
national interest, then no, for governments 
do not trade away their vital security in- 
terests. If this analysis is correct, however, 
there may be considerably more scope for 
applying pressure to Pyongyang today 
than Seoul, Beijing, Tokyo, and even Wash- 
ington appreciate—for Pyongyang has vi- 
able, and from its standpoint relatively 
palatable, alternatives to its current eco- 
nomic course. 

The international community’s peren- 
nial fear with Pyongyang is that D.P.R.K. 
leadership will feel itself backed into a cor- 
ner, and then lash out violently. Naturally, 
the regime will resist change. The rent- 
seekers in Pyongyang’s Royal Court, North 
Korea’s security services and the D.P.R.K. 
military will struggle to maintain the spe- 
cial corrupt arrangements that presently 
underwrite their own personal enrich- 
ment. Nevertheless, a strong argument 
can be made to North Korea’s leaders that 

“ordinary” Stalinism offers them the best 
economic chance of regime survival. All 
that we are lacking is the international 
skill, and fortitude, to make that case per- 
suasively. W 
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A Failing Nepal 
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ACING POLITICAL in- 
fighting and a brutal in- 
surrection, Nepal is in 
danger of becoming a 
failed state. Rather than 
restoring power to the central government, 
King Gyanendra’s imposition of emergen- 
cy rule on.Feb. 1 has further sapped the 
already weakened legitimacy of the mon- 
archy, once the strongest national institu- 
tion. The determining factor in whether 
King Gyanendra can salvage the situation 
may be how India responds. But a con- 
structive strategy will require fresh think- 
ing and decisive action from New Delhi. 
The collapse of law and order chal- 
lenges the security of no nation more than 
India, which maintains an open, 1,600-ki- 
lometer-long border with Nepal, permit- 
ting passport-free passage. Ever since 
China’s 1950 annexation of Tibet brought 
Chinese troops to India’s frontiers for the 
first time in history, Nepal has served as 
a middle-sector buffer between India and 


“China. A security treaty dating back to the 


same year ties Nepal to India’s security 
system. 

The rising lawlessness, however, has 
made Nepal a more attractive hunting 
ground for foreign interests. Despite In- 
dia’s close cultural and religious affinity 
with Nepal, China has succeeded in ex- 
panding its influence. 

A continued open border with Ne- 
pal without security safeguards not only 
threatens to render worthless India’s 
“Himalayan barrier” but is also a poten- 
tial invitation to disaster. Having invest- 
ed heavily over the decades in setting up 
and maintaining this barrier, India now 
finds threats to its security emanating 
from within the barrier zone. The Nepal- 
ese Maoists, for example, have established 
cozy crossborder links with Indian Mao- 
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ists, resulting in the emergence of a sub- 
Himalayan corridor of Maoist activity 
that stretches from Nepal to the southern 
Indian state of Andhra Pradesh. 

The spreading disorder leaves New 
Delhi with two options, neither political- 
ly palatable: Either stem Nepal’s growing 
attraction as a staging ground for anti-In- 
dia operations by revising the open-bor- 
der policy, or move India’s outer security 
perimeter to the Nepalese frontier with 
Tibet. 

Taking hard decisions doesn’t come 
easily to India’s political leaders, who be- 
long mostly to the pre-independence gen- 
eration in a country where the majority 
of the population is under the age of 25. 
Before these septuagenarians and octoge- 
narians were able to come to terms with 
the implications of keeping an open bor- 
der with a failing state, King Gyanendra’s 
palace coup created a fresh dilemma for 
New Delhi. 

Proud to be the world’s largest democ- 
racy, India has long advocated democratic 
values to its neighbors. King Gyanendra’s 
suspension of civil liberties and seizure of 
direct power then came as a double blow 
to New Delhi. Itundermined India’s policy 
of promoting political reconciliation and 
stability in Nepal through the strength- 
ening of participatory processes. More 
humiliating was that the King staged the 
royal coup in defiance of India’s express 
warning, calling India’s bluff. When In- 
dia’s closest neighbor heaps scorn on its 
counsel, it diminishes New Delhi’s clout 
with other states in its troubled neighbor- 
hood. With what face, for example, can 
India seek to influence Bangladesh, which 


is increasingly coming under the sway of 
radical Islam? 

India’s strong reaction to King Gyanen- 
dra’s power grab, however, has only com- 
pounded its dilemma and highlighted its 
dual standard on democracy. New Delhi 
has readily joined hands with the Unit- 
ed States to promote democracy in Nepal 
while keeping mum on the strengthening 
of Pakistan’s one-man junta. 

When Pakistan’s leader Gen. Pervez 
Musharraf reneged on his pledge to quit 
as army chief by last December 31, Wash- 
ington looked the other way. So did India, 
despite having helped Pakistan return 
to the British Commonwealth on the ba- 
sis of that pledge. While snubbing King 
Gyanendra, India is hosting Gen. Mush- 
arraf as part of its cricket diplomacy with 
Pakistan. 

Like Washington, India is also treat- 
ing Pakistan as deserving of special favors. 
One recent example is its decision to open 
negotiations on an overland gas pipeline 
from pariah Iran through renegade Paki- 
stan, after delinking the project from Is- 
lamabad’s continued refusal to establish 
even normal trading ties with India. The 
pipeline, yielding hundreds of millions of 
dollars in annual royalties through transit 
and other fees, will be a major foreign-ex- 
change earner for Pakistan. 

When another neighborhood autocrat, 
Premier Wen Jiabao of China, arrives in 
New Delhi later this spring, he can be sure 
no Indian will dare raise issues of human 
rights, political prisoners and press free- 
dom with him. Those issues India has set 
aside for friendly but vulnerable states 
like Nepal and Bhutan. 
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By seeking to put Nepal in the doghouse, India risks 
playing into the hands of an ambitious China. 





While seeking to penalize Nepalin the 
name of democracy, India has been inex- 
plicably silent on the European Union’s 
move to lift its 15-year ban on arms sales 
to the world’s largest autocracy, China. If 
China gets state-of-the-art weapon sys- 
tems, the balance of power across Asia 
would be undermined and India’s security 
would come under greater pressure. Hav- 
ing forged a strategic partnership with 
the £v, India has every right to speak up 
on an issue that concerns both its love for 
democracy and its security. Yet, it is not 
even hinting that, as a condition for lift- 
ing the EU arms embargo, China demon- 
strate respect for human rights as India 
would have Nepal do. While the U.S and 
Japan exert pressure on the Ev, India qui- 
etly watches from the sidelines. 

Contrast India’s reticence with China’s 
outspokenness. Although India has so far 
not considered buying the U.S. Patriot an- 
timissile system, China was quick to react 
recently to reports of preliminary Indian- 
U.S. discussions, warning that such a sale 

` would not be “conducive for the mainte- 
nance of peace and stability.” But India 
does not say a word about the need for 
China to come clean on its illicit nuclear 
transfers to Pakistan and missile sales to 
Islamabad and Tehran. 

As the only thriving democracy in a 
vast region stretching from Jordan to Chi- 
na, India can rightly be proud of its deeply 
rooted democratic traditions. It is spot on 
in seeking the emergence of “the whole of 
South Asia,” in the recent words of its for- 


eign secretary, as “a community of flour- 
ishing democracies.” Democracies may be 

predisposed to cooperation and concilia- 
tion, but in preaching democracy to oth- 
ers, India needs to appreciate the value 

of consistency, courage and credibility. It 

can ill-afford to give the impression that, 
in the name of democracy, it is tougher on 

friends than on foes. 

To be sure, a repressive king with a 
wayward son as heir can give India little 
comfort. King Gyanendra’s crackdown 
against democratic forces will make it 
harder to stem the brutal campaign of 
the Maoists, who want “to smash all par- 
asitica] elements and create a classless and 
stateless South Asian community through 
the withering away of all national bound- 
aries.” A Maoist triumph in Nepal would 
affect India in much the same way as the 
Talibanization of a member-state would 
shake the Eu. 

India, however, cannot forget that its 
security came under growing pressure 
during Nepal’s doomed democratic ex- 
periment, which bred political turmoil 
and revolving-door politics, with a dozen 
governments appointed in rapid succes- 
sion. The Maoists and other communists 
arguably benefited most from this envi- 
ronment. 

The incipient state atrophy (and the 
associated spread of corruption and law- 
lessness) has played into the very hands 
of those who seek to bring about a com- 
munist revolution by chipping away at 
state institutions. While united in seek- 
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ing to overthrow what they perceive as 
a decadent feudal social order, the com- 
munists in Nepal come in two hues—the 
underground Maoists, and the assorted 
communist groups that form the United 
Marxist-Leninist alliance, the main dem- 
ocratic rival to the biggest political party, 
the Nepali Congress. While the commu- 
nist alliance staged paralyzing strikes, the 
Maoists showed their might by blockading 
food and fuel supplies to the Kathmandu 
Valley—a capability they again demon- 
strated briefly after the royal coup. 

By suspending military aid to Nepal, 
India risks strengthening the Maoists. 
And by seeking to put Nepal in the dog- 
house, it risks playing into the hands of an 
ambitious China, which has been adroit 
at seizing any opportunity created by a 
state’s isolation, as it has shown in Bur- 
ma, Iran and elsewhere. 

India ought to be concerned about the 
emergence of yet another autocratically 
ruled, failing state in its neighborhood. 
In dealing with this situation, however, 
it cannot afford to repeat the mistake it 
made in Burma when, in the name of pro- 
moting democracy, it cut off all ties with 
the junta there after 1988 and helped drive 
Rangoon into China’s strategic corner. By 
the time New Delhi realized its mistake 
and reversed course, the Chinese had al- 
ready set up naval and eavesdropping fa- 
cilities on India’s doorstep. 

At least in one regard, King Gyanen- 
dra planned his power grab carefully. In 
a major concession to China on the eve of 
his coup, he ordered the shutting down of 
the Dalai Lama’s offices in Nepal, a transit 
point for Tibetans fleeing to India. 
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Having vastly upgraded infrastructure 
in Tibet and established links with several 
Nepalese players, Beijing has developed le- 
verage over the country which strongman 
Mao Zedong once described as one of the 
fingers of the Tibetan palm—the others 
being Bhutan and the three Indian states 
of Sikkim, Arunachal Pradesh and Kash- 
mir. China occupies one-fifth of Kashmir 
and its maps show Sikkim as independent 
and Arunachal Pradesh as Chinese terri- 
tory. A slighted King Gyanendra has sig- 
naled his readiness to play the China card 
against India, announcing a state visit to 
a supportive Beijing. Sensing opportunity, 
even Pakistan has jumped in, expressing 
its readiness to sell arms to Nepal. 

On balance, genuine democracy—not 
the palace-dictated type disbanded by an 
aggrandizing king—remains India’s best 
bet in Nepal. True democracy demands 
not just open elections but also an inviola- 
ble c onstitution and strong institutions. 

But can India promote that objective 
by publicly slighting the King and apply- 
ing sanctions against Nepal? A better way 
would be gentle persuasion through quiet 
diplomacy. 

In the face of outside pressure, the King 
has already started releasing political de- 
tainees, including the prime minister he 
fired. Like Gen. Musharraf in Pakistan, 
King Gyanendra will learn that the me- 
dia can be managed without official cen- 
sorship. But he will be tempted to engage 
in a Musharraf-style charade of wanting 
to restore democracy. India can be more 
persuasive by diplomatically playing to 
the King’s self-interest than pursuing a 
self-defeating policy of isolation. ml 
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Beijing 


Takes Direct 


Control of Hong Kong 


by Hugo Restall 





HE NEWS OF Chief Exec- 
utive Tung Chee Hwa’s 
early retirement pro- 
voked a brief moment of 
euphoria in Hong Kong. 
On March 2, the day all the territory’s 
newspapers ran banner headlines, resi- 
dents spontaneously shared their pleasure 





with strangers, much as if the local foot- 
ball team had won the World Cup. One of 
the most common chants of the street pro- 
tests in recent years—“Tung step down”— 
had finally been heard in Beijing. 

Or had it? After the initial surprise 
wore off, the reality quickly sank in that 
this was hardly a case of “people power” 
at work. For one thing, both Mr. Tung and 
Beijing officialdom ignored the excite- 
ment and carried on a surreal charade of 
business as usual for eight days. The city’s 
business tycoons used this opportunity to 
leak the latest word from their confidants 
inside the central government, showing 
off their inside knowledge and role in Mr. 


Tung’s downfall. Meanwhile, the Chinese 
Communist Party’s longtime allies and 
grassroots network in Hong Kong were 
left twisting in the wind, out of the loop 
and unsure how to respond. A political 
shift was clearly underway, but it was not 
about returning power to the people. 
When Mr. Tung did finally appear be- 
fore the public to confirm the reports of 
his resignation, he pleaded ill health as 
the reason for his decision. There may be 
an element of truth in this. But the tim- 
ing of Mr. Tung’s conclusion that he had 
finally had enough and Beijing’s deci- 
sion to accept his resignation were clear- 
ly determined by other factors. The final 
straw evidently came in December with 
yet another in a long line of policy fias- 
cos, the Tung administration’s failure to 
launch a major real-estate investment 
trust because of legal challenges. Shortly 
thereafter Chinese President Hu Jintao 
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administered a blunt public dressing- 
down to Mr. Tung. 

Equally important, Mr. Tung resigned 
just in time for the body charged with 
choosing the chief executive, the 800- 
member Election Committee, to pick his 
successor before its term expires in the 
middle of July. Had the resignation come 
a little later, China would have had to 
spend considerable time forming a new 
committee, increasing uncertainty and 
opening up to public debate once again 
the undemocratic nature of the selection 
process. 

As Mr. Tung entered the second half of 
his final five-year term in office, he was be- 
ginning to lose even the small semblance 
of control he once enjoyed over his cabi- 
net. The few talents he was able to retain 
were already jockeying for position in the 
race to succeed him. Likewise, up in Bei- 
jing he had lost his mentor, outgoing para- 
mount leader Jiang Zemin. Party General 
Secretary Hu Jintao had no prestige in- 
vested in Mr. Tung, and so no motivation 
to give him the unwavering support need- 
ed to keep the pro-China camp in line be- 
hind such an unpopular leader. 

In addition, there must have been 
some temptation for the new Hu admin- 
istration to set out to prove that it can do 
a better job of running Hong Kong. The 
leadership evidently realized that the in- 
formation it was getting from its tradi- 
tional informants on Hong Kong politics 
was not reliable. The Communist Party is 
now seeking new sources and methods of 
understanding Hong Kong. This is one as- 
pect of Beijing’s preparations for taking a 
more hands-on approach. 


Mr. Tung’s successor, career civil ser- 
vant-turned-political appointee Donald 
Tsang, has the ability to get Hong Kong 
running smoothly again. However, his ad- 
ministration will likely be a kind of care- 
taker government. Beijing was adamant 
that Mr. Tsang only serve out the remain- 
ing two years of Mr. Tung’s term, despite 
the fact that this clearly runs against the 
wording of the Basic Law, Hong Kong’s 
constitutional document. Sir Donald is 
now charged with cleaning up the mess 
in the day-to-day governance of Hong 
Kong while Beijing gets its ducks in a row 
to better manage the Hong Kong politi- 
cal scene. 

The danger here is that the “Pottery 
Barn rule” is in full operation: Having 
taken Hong Kong’s politics firmly in hand, 
Beijing is responsible for making it work. 
Future conflicts could pit Hong Kong’s 
people directly against the central govern- 
ment in a way that was unlikely when Mr. 
Tung served as a buffer. Beijing is gam- 
bling that it can abrogate its promise of 

“Hong Kong people running Hong Kong” 
if it delivers better results. In short, the 
thinking goes that the middle class’s de- 
mands for democracy will subside if they 
are given competent government. 

This shows a fundamental misunder- 
standing of why Mr. Tung failed. In truth, 
he failed in so many different ways that 
Beijing can be forgiven for having diffi- 
culty picking out which ones were criti- 
cal and which were merely peripheral. It’s 
certainly true that his judgment proved di- 
sastrous. But the way in which he reached 
bad decisions, carried on oblivious to the 
need to reverse course and then botched 
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The “Pottery Barn rule” is in operation: Beijing is 


now responsible for making Hong Kong work. 





the damage control was due to his ada- 
mant refusal to engage in broad consulta- 
tion beyond the business community. 
Despite his outward disdain for the 
British, Mr. Tung tried to perpetuate the 
model of his colonial predecessors, broker- 
ing back-room deals between civil servants 
and tycoons who together knew what was 
best for Hong Kong. In an increasingly plu- 
ralist society, however, this would not fly. 
The government now has to sell its poli- 
cies to the public, rather than just ramming 
them through. And it cannot do this with- 
out forming alliances with other interest 
groups. Mr. Tung’s inability to internalize 
this led to his worst failures. 
Unfortunately, Beijing seems to have 
reached the opposite conclusion. Dis- 
trusting its grass-roots democratic opera- 
tives, who ironically have paid the highest 
price for being tied politically to Mr. Tung, 
the Hu administration is moving closer to 
the people who already have experience 
and strong ideas about how Hong Kong 
should be run: the very same civil ser- 
vants and tycoons. The problem, China 
seems to have concluded, was not that Mr. 
Tung’s governance model was flawed, but 
è rather that he was not politically talented 
enough to make it work. 
This can be seen clearly in China’s de- 
termination to preserve the institution of 
“functional constituencies,” by which half 
the seats in the legislature are selected 
largely by small groups of the business elite 
voting for a legislator to represent their 
industry. A recent study by political sci- 


entist Ming Sing documented that the leg- 
islators from the functional constituencies 

have consistently voted against measures 

to promote fair competition, civil liberties, 
political accountability and democratic 

government, in contrast to the legislators 

who are elected by ordinary people. But 

instead of phasing out such a shamelessly 
antidemocratic institution, some officials 

have even broached the idea of expanding 
the number of functional constituencies. 
The justification is that these seats “bal- 
ance” more populist forces. In fact, they 
make it possible for business interests to 

stymie grassroots reform initiatives that 
would improve governance. 

Meanwhile, Beijing also seems to pre- 
sume that Mr. Tsang and his former col- 
leagues in the civil service are a possible 
antidote to Mr. Tung’s misrule. This is a 
common misapprehension among outside 
observers of Hong Kong, since the civil 
service has acquired a longstanding repu- 
tation for competence. 

But as anyone who has lived in Hong 
Kong for any length of time knows, this 
reputation is a myth. It may be true that 
in the past civil servants helped set the 
direction of long-term policies that served 
Hong Kong well. And their experience 
and esprit de corp were valuable in bridg- 
ing the 1997 transition. But the fiasco of 
the opening of the new airport in 1998 and 
the poor quality of government construc- 
tion gave the lie to any illusions about ex- 
ceptional abilities. 

Like government bureaucrats any- 
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where who are given great power with lit- 
tle accountability, Hong Kong’s mandarins 

are arrogant, complacent and inefficient. 
They increasingly inspire resentment 

among the population, especially because 

they are overpaid and resist even modest 

attempts to adjust their salaries to take 

into account years of deflation. 

This is not to deny that under the Brit- 
ish the civil service played a big role in 
Hong Kong’s success in one key respect. 
Despite being appointed by and ultimate- 
ly accountable to the British government, 
the colonial administrators came to have 
a strong affinity for the place and carved 
out an independent role. On many occa- 
sions, London wanted to impose policies 
that would have been disastrous, but the 
local British civil servants managed to 
resist. That is, their arrogance actually 
became a strength in the peculiar cir- 
cumstances of the time, when Britain was 
destroying its own economy with Fabian 
socialism. 

Mr. Tung was exactly the opposite of 
the colonial rulers in this regard. Despite 
being a Hong Kong resident, he identified 
more with the mainland Chinese perspec- 
tive. Some of his decisions clearly showed 
that he was trying hard to please the cen- 
tral government by anticipating its desires. 
This despite the fact that Beijing seemed 
sincere in its reluctance to micromanage 
Hong Kong and only asked that Mr. Tung 
avoid major clashes with national policy. 

Sadly, the civil service has now been 
stripped of its one strength, its pretense 
of being a nonpolitical, disinterested de- 
fender of Hong Kong’s best interest. Mr. 
Tung introduced an “accountability sys- 


tem” which took away the civil service’s 
policy-making role and made top officials 
accountable to the chief executive. In the 
process, he managed to politicize the bu- 
reaucracy without introducing any real 
accountability. 

Moreover, Sir Donald willbe ona short 
leash, with just two years to live down his 
past service to the British and prove his 
loyalty to China if he has to have a chance 
at another term in office. Locally, he fac- 
es an impossible task, pleasing both the 
tycoons who successfully lobbied for Mr. 
Tung’s removal and the ordinary people 
who are fed up with government and busi- 
ness elites colluding to determine Hong 
Kong’s future without popular input. 

With the economy improving, the 
threat of serious political unrest has reced- 
ed somewhat. But the tone of political life 
is unlikely to improve, with interest groups 
using the media, the courts and any other 
means that come to hand to resist govern- 
ment initiatives. It’s ironic that in a system 
where the executive is given nearly un- 
limited control, the government has lost 
its ability to act because those who have a 
mandate lack power, and those who have 
power lack a mandate. 

Having taken on the responsibility for 
running Hong Kong more directly, Beijing 
seems set to repeat the mistakes of Mr. 
Tung. An affluent society with civil liber- 
ties and the rule of law but no democrat- 
ic means to resolve the conflict between 
competing interests will inevitably be- 
come increasingly difficult to govern. For 
Hong Kong’s sake, one can only hope that 
China’s new leaders are better at learning 
on the job than Mr. Tung. | 
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— Why the EU Arms 
Embargo Should Stay 


by Steve Tsang 





IFTING THE ARMS em- 
bargo against China, im- 
posed by the European 
Union in the wake of the 
brutal suppression of 
peaceful demonstrators around Tianan- 
men Square in Beijing in 1989, is an impor- 
tant issue that goes beyond how the Eu 
should handle its relations with China. 

To attribute France’s persistent and 
vigorous efforts to persuade other EU 
members to lift the arms embargo to greed 
misses the point, though commercial con- 
siderations definitely apply. France and 
other members of the Eu already export 
equipment for military use to China de- 
spite the existence of the arms embargo. 





Such exports were worth $416 million in 

2003. However, the replacement of the em- 
bargo by a code of conduct for regulating 
the export of arms to China will most prob- 
ably not result in a bonanza for EU arms 

manufacturers, since many are also eyeing 
the much bigger and more lucrative mar- 


kets in the United States, which are likely 
to be closed to those that exports arms to 

China. Other European arms manufac- 
tures won’t want to jeopardize technology 

transfer and other cooperative arrange- 
ments they already enjoy with their U.S. 
partners by selling to the Chinese. 

There are four main driving forces be- 
hind this European initiative to lift the em- 
bargo. First, many policy makers in Europe 
want to engage China fully in a rapidly glo- 
balizing world. Second, Chinese diplomacy 
is highly effective. Third, perhaps most im- 
portantly, Jacques Chirac has a strategic 
vision to tame unilateralism by the Unit- 
ed States by promoting.a multipolar world. 
And fourth is the failure of the Europeans 
to fully understand the implications of 
what they are proposing. 


=> Mr. Tsang is a fellow of St Antony’s Col- 
lege and university reader in politics at Oxford 
University. His most recent book is Peace and 
Security Across the Taiwan Strait (Palgrave- 
Macmillan, 2004). 
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The wish to engage China is real, This is 
to be applauded, since categorizing China 
as the enemy of Europe is likely to turn it 
into one. However, where muddle-headed 
thinking comes in to distort policy making 
is the belief that the Eu cannot be a friend 
of China and, at the same time, refuse to 
sell it military technologies. 

The arms embargo was imposed be- 
cause the Chinese government committed 
atrocities against its own citizens exercis- 
ing the basic human right to hold peaceful 
demonstrations. If this hurts the feelings 
of Chinese leaders, they can easily resolve 
this matter by respecting the rights of Chi- 
nese citizens. Why should the Eu abandon 
its position on human rights in order to 
placate Chinese leaders? The Eu should 
indeed engage China as widely as possible 
but should do so to induce China to accept 
and respect the democratic norms and hu- 
man rights that have long been taken for 
granted in Europe. 

What we have seen so far is the reverse: 
China is getting very close to bringing the 
EU to accept the its terms for engagement. 
In what can be described as a triumph of 
Chinese diplomacy, Beijing has been work- 
ing quietly to get the EU to remove the arms 
embargo without making any progress in 
human rights that might justify the Eu do- 
ing so. On the contrary, key EU members 
have been gradually persuaded that the 
raison d’étre of the embargo is irrelevant. 

The most important factor driving this 
campaign to lift the embargo is the vi- 
sion which French President Jacques Chi- 
rac has in creating a multipolar world to 
counter U.S. unilateralism. But turning 
the world from a unipolar to a multipolar 
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one by helping China build up its military 
capacity is short-sighted and ill-advised. 
Furthermore, the elevation of China to a 
stronger position from which it can rival 
the U.S. may not make the world a safer, 
more stable and predictable place. 

China has been asserting that its rise 
will be a peaceful one. This goes against 
history, but it is nevertheless a clever and 
sophisticated piece of diplomacy. The rise 
of great powers has always introduced 
instability into the international system. 
While China’s rise need not bring disaster, 
to assume its rise to a position where it can 
balance U.S. power will make the world a 
better place than one suffering from a U.S. 
preponderance is ill-founded. 

Will the arrival on the scene of a rival 
governed by a Leninist party dedicated to 
rectifying “the wrongs it suffered” in its 

“century of humiliation” at the hands of 
Western powers make the world a more be- 
nign place? How will Europe benefit from 
the international tension that can only be 
heightened by an increase in China’s eco- 
nomic and military power? 

Even in the post-Cold War world, dif- 
ferences in basic values among countries 
still matter. The Chinese Communist Party 
does not subscribe to the same values as 
the Eu, at least not beyond promoting eco- 
nomic prosperity and practising realism in 
foreign policy. The basic differences in out- 
look between Europe and China impose a 
limit on their friendship. Until China can 
accept, for example, that humanitarian in- 
tervention against a regime committing 
atrocities against its citizens is justifiable, 
the scope for cooperation with the Eu in 
international affairs will remain limited. 
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This leads to the last but not least impor- 
tant driver behind the Eu’s move towards 
lifting the arms embargo—the failure of EU 
policy makers to understand the real impli- 
cations of their proposal. 

In Europe, as elsewhere, there is in- 
sufficient recognition that the Chinese 
concept of China rising peacefully is one 
devised and directed for consumption out- 
side China. This concept falls completely 
within the Communist Party’s strategic 
approach known as the United Front. 

Putting it in its simplest terms, the ap- 
plication of the United Front requires the 
Chinese leadership to identify a principal 
enemy outside of the Party, and an inter- 
mediate zone of “wavering elements” that 
can be won over by either the Chinese lead- 
ership or its principal enemy. The Chinese 
leadership focuses its resources and at- 
tention on destroying the principal enemy, 
which requires winning over the interme- 
. diate zone and isolating the principal en- 
emy. Once the principal enemy has been 
destroyed or persuaded to join the cause, 
then and only then will the leadership 
move on and identify a new principal en- 
emy from the intermediate zone, who will 
in turn become the target of focused attack 
until it too is destroyed or won over. 

While President Chirac’s wish to pro- 
mote multipolarity is unquestionably moti- 
vated by considerations of French national 
interest, it was a godsend to the Chinese 
leaders. Indeed, given the basic differences 
between China and the U.S., China is ul- 
timately prepared to confront the U.S. if 





necessary. The focus of China’s current 
military expansion is on such a conflict, 


particularly over the Taiwan issue. By con- 


trast, Western Europe and the U.S. have 

been the closest of allies since the end of 
World War II, as they shared common val- 
ues in confronting an ideologically driven 

threat during the Cold War. « 

In asking the Eu to lift its arms embar- 
go, China can not only obtain highly val- 
ued and much-needed military technology, 
but can also drive a wedge between the U.S. 
and the Eu, while it reassures France that 
it is merely responding positively to the 
French efforts to promote multipolarity. 
Although the Eu should not avoid a policy 
simply because this happens to serve Chi- 
nese interests, before the decision to lift the 
arms embargo is made, it should seriously 
consider whether it is playing straight into 
Chinese hands at the expense of the Ev. 

With Taiwan clearly identified as the 
principal enemy at present, China deems 
its other Asian neighbors and Europe to be 
in the intermediate zone. The Chinese re- 
assurance of good intentions toward them 
is standard United Front tactics. The real 
test will come only after the Taiwan issue 
has been resolved. 

In looking at the dispute between Chi- 
na and Taiwan, which is essentially over 
China’s claim of sovereignty over Taiwan, 
the Eu has taken the view that this distant 
dispute passed down through history is 
of little relevance to it. There is a general 
sense that the Taiwan issue is one that will 
involve the U.S. and China but not Europe, 
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as the U.S. has committed itself to help Tai- 
wan defend itself should it come under an 
unprovoked attack, whereas the Eu has no 
direct interest in the matter. This is a high- 
ly misguided judgment. 

Should China resort to force against 
Taiwan it would have much wider and 
more significant consequences for Europe 
than is generally perceived. War over Tai- 
wan would almost certainly only break out 
as a result of a deliberate policy decision 
in Beijing, even though it could come in 
response to a series of carefully calibrat- 
ed small steps by which Taiwan asserts 
its independent existence in the interna- 
tional community. It will most probably be 
deemed by the U.S. as an unprovoked at- 
tack and thus highly likely to result in some 
form of U.S. intervention. 

Despite frequent negative comments 
about U.S unilateralism in Europe, it is 
inconceivable that in such a scenario, the 
U.S. would go it alone. The U.S. will appeal 
to its European allies for support, partic- 
ularly in moral, political and diplomatic 
terms. Given that the general public in the 
EU responded strongly to the U.S. attack on 
Saddam’s Iraq, an odious regime, it is not 
unreasonable to assume that they will re- 
spond more strongly to a Chinese attack on 
a fellow democratic state. The fact that few 
in Europe know much about Taiwan will 
not matter. They will quickly learn that 
Taiwan is a thriving democracy from the 
army of instant experts in the media. 

President Chirac may wish to hold onto 
his strategic vision for a multipolar world. 
However, a major shift in public opinion 
may make it hard for him not to respond 
positively to an appeal by the U.S. for moral 
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and diplomatic support, first to prevent the 
Chinese use of force from escalating and 
then to save a flourishing democracy from 
being extinguished. 

It is in everyone’s interest to ensure 
there will not be a military confrontation 
in the Taiwan Strait. If the £u does lift 
the arms embargo without requiring the 
Chinese to meet the original conditions 
imposed, it-will send the wrong signal to 
China: Despite the strong and universal 
horror felt over the Tiananmen Square 
massacre in 1989, and its public commit- 
ment not to sell arms to China until the 
Chinese government respects human 
rights, the Ev will abandon a principled 
policy when China becomes a sufficient- 
ly important power. On this evidence, the 
Chinese leadership might reasonably con- 
clude that the diplomatic repercussions 
of using force to resolve the Taiwan issue 
would be short-lived. 

Allin all the proposal that the £u should 
lift the arms embargo against China does 
not serve its long-term and general inter- 
est, which requires encouraging China to 
integrate itself into the international com- 
munity as a responsible member. This pro- 
posal may have been devised without much 
consideration being given to its implica- 
tions for the peace and security across the 
Taiwan Strait. But its acceptance by the EU 
should not be approved before such impli- 
cations are taken fully into account. 

The Ev in fact shares a common interest 
with the U.S. in engaging China. The two 
can and should work together in this re- 
gard rather than put their relations under 
great strain as one party seeks to get into 
Chinese leaders’ good books. mi 
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Kyoto Cons 
The World’s Poor 


by Barun Mitra 





ET THEM EAT cake, Ma- 
rie Antoinette said of the 

poor. The modern ver- 
sion—a vision pursued 

by environmental activ- 
ists and global bureaucrats—might be “Let 
them use solar cookers.” 

No sooner did the Kyoto Protocol on 
climate change come into force last month 
than its chief proponents began claiming 





that Kyoto does not go far enough to cur- 
tail greenhouse gas emissions. So energy 
ministers and environment ministers from 
the top 20 emitting countries are meeting 
in London, to promise more hot air. 
Conceived in 1997, the Kyoto Protocol 
binds some of the world’s industrial coun- 
tries to restrain their emission of green- 
house gases in an attempt to stop the 
world’s climate from changing. In the past 
eight years, over 140 countries have rati- 
fied the convention, and it came into force 
after Russia signed on the dotted line. 
After eight years of conferences and 


campaigning, some have said that this is 
a “remarkable” achievement. But is it re- 
ally remarkable? 

It has been widely reported that, if 
properly implemented in its present form, 
Kyoto would at best postpone greenhouse 
gas accumulation and consequent global 
warming by a mere six years—to the year 
2100. It will barely make a dent in human- 
ity’s greenhouse gas emissions, so its im- 
pact on climate 100 years from now will 
be irrelevant. 

Kyoto makes a mountain out of a mole- 
hill, and seeks to seduce poor countries by 
claiming that the rich world is willing to 
pay for their past polluting sins. What is 
left unsaid is that, in the name of saving 
the future of the planet, Kyoto will trap 
the poor in perpetual poverty. 

Its proponents claim the protocol will 
promote energy efficiency. But it hardly 
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considers the factors that make energy use 
so inefficient in many countries. No one in 
his right mind would choose to waste any 
resource, least of all energy, and by their 
very circumstances, the poor must make 
resources stretch further. 

The treaty proposes schemes to pro- 
mote the transfer of technologies to poor 
countries. Again, the record of such state- 
sponsored technology transfer has been 
pathetic. More importantly, such projects 
beg the question: If the promised tech- 
nology is really economically viable, why 
didn’t it already win acceptance through 
routine commercial transactions? 

The answer lies in some of the absurd 
policies perpetuated in poor countries. For 
instance, why in India, and many other 
countries, do people continue to use pol- 
luting and inefficient machines?({High tax- 
ation coupled with a maze of bureaucratic 
regulations increase the cost of doing busi- 
ness in India, distorting businesses’ incen- 
tives to replace old processes with more 
modern technologies. Domestic industries 
are less competitive, as they must deal with 
trade restrictions and tariff barriers. This 
effectively discourages businesses from 
streamlining production or making their 
products cleaner and more efficient. 

India’s automobile sector is a vivid il- 
lustration of this phenomenon. High taxes 
and tariffs on automobiles, coupled with 
high taxes on fuel, have stymied the do- 
mestic automobile sector, and made im- 
ports prohibitively expensive. India has 
one of the lowest vehicle densities in 
the world, something that environmen- 
tal activists sometimes point to as a posi- 
tive phenomenon. But such policies have 


made transportation extremely expen- 
sive; resulting in people being forced to 
continue using old vehicles beyond their 
normal lifespan. The consequences are 
clear to anyone who has breathed the air 
at curbside in any Indian city. 
Unfortunately, Kyoto doesn’t address 


these policy tangles. Rather than eliminat- 


ing tariffs and taxes that contribute to in- 
efficiency, it offers more of the same in the 
form of higher taxes on fuels and carbon. 

Kyoto’s supporters point to the hazards 
of fossil fuel consumption, saying that un- 
less energy consumption is curtailed, cli- 
mate change will lead to dramatic events 
such as droughts or floods, hitting the 
poor hardest in the decades to come. 

Yet the poor have always been the big- 
gest victims of natural calamities, not be- 
cause nature is biased against them, but 
because poverty makes the poor vulner- 
able. That is why tropical hurricanes kill 
thousands annually in Bangladesh, while 
in Florida the death toll is a handful. 

Kyoto, in its present form, has not at- 
tempted to regulate two-thirds of human- 
ity, so at least they can continue to find 
ways to meet their energy needs. But this 
has created a paradox. Because of this ex- 
emption, even if all the industrial coun- 
tries meet their Kyoto targets, there will 
hardly be any reduction of greenhouse 
gasses in the atmosphere. The rapidly in- 
creasing energy demand in poor countries 
will far offset any reduction achieved by 
countries which have cut emissions. 

These observations have led activists 
and governments to warn that Kyoto does 
not go far enough. They seek to justify the 
need for an agreement to restrict green- 
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Instead of eliminating taxes that contribute 








house gas emissions in countries that are 
not currently subject to Kyoto’s limits. 
The government of the United Kingdom, 
for instance, is lobbying heavily in India 
and China to encourage these countries to 
accept restrictions after 2012, when Kyoto 
“expires.” 

To entice them into this trap, wealthy 
countries are offering carrots in the form 
of projects under the Clean Development 
Mechanism. Every time there is a major 
international climate event, press reports 
appear promising all the good things that 
these cp projects will bring. So too at 
the U.N. Framework Convention on Cli- 
mate Change ministerial meeting in New 
Delhi in 2002, we heard that India will 
get some of these projects. And just when 
Kyoto came into force in February 2005, 
there was news that the first cpm project 
had been approved, with many more in 
the pipeline. But in reality hardly any com 
project has seen.the light of the day even 
as the deadline to meet the commitments 
to lower greenhouse gasses in industrial- 
ized countries comes nearer. 

Neither is the com a solution to basic 
energy needs of the poor. It fails to recog- 
nize that the governments in most coun- 
tries have a stranglehold over the energy 
sectors, leading to the present situation of 
inefficiency and scarcity of energy. 

In fact, Kyoto and the cp quietly skirt 
the question of'reforms in the energy sec- 
tor which might lead to the adoption of 
more efficient, less polluting technologies. 
They would perpetuate the failed strate- 
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to inefficiency, Kyoto offers more of the same. 


gy of state control and regulation, rather 
than seeking to bring the energy sector 
under the discipline of market forces. 

Indeed, from past experience it would 
not be far-fetched to suggest that by 
avoiding such real reforms, Kyoto and its 
brethren of environmental treaties do not 
actually attempt to find real solutions to 
problems. None of the past environmental 
treaties have successfully resolved the cri- 
sis for which they were established. After 
all, ifthe problem were solved, the global 
do-gooders would go out of business. 

(Clearly, the true purpose of this kind 
ofinternational legislation is to legitimize 
the process of global regulation, rather 
than deal with the alleged problen} New 
problems are found, even while the old 
ones continue to haunt the victims. In fact, 
international regulators seem to be com- 
peting to create ever newer, more exotic 
scares, so that their empires continue to 
expand. As for the poor, they have always 
been expendable. 

Today, indoor air pollution, because of 
burning of wood, agriculture waste, and 
cow dung, is the single biggest cause of 
chronic illness among rural populations 
in India and elsewhere. But Kyoto prom- 
ises to take care of their health problems 
decades later) 

This is a con artist’s dream: mobiliz- 
ing huge public resources, not to save 
the world today, but to save it decades or 
centuries later. It suggests enormous ar- 
rogance: on the one hand, absolute truth, 
and on the other hand, utter contempt for 
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present generations. 

Kyoto and the do-gooders seek to 
achieve their empire first by politicizing 
scientific research, and then only funding 
research which suits their political ends. 
An aura of scientific unanimity is being 
sought on climate change, and dissent si- 
lenced. The environmentalists foster the 
impression that the whole weight of sci- 
entific consensus supports the claims of 
global warming, while nothing could be 
further from the truth. 

Science does not progress by consen- 
sus, but by continually challenging domi- 
nant theories of the day. By creating the 
myth of scientific consensus, the propo- 
nents of Kyoto are seeking to destroy the 
very foundation of modern science—ratio- 
nal scrutiny. 

This approach allows many govern- 
ments to escape their responsibility to- 
ward the present generation, wasting our 
resources today for the sake of unknown 
generations in future who will likely expe- 
rience problems that are far different from 
those we forecast. Many governments in 
poor countries will be tempted to invoke 
science to tell their deprived and shackled 
populations the excuse that they are pay- 
ing today to help future generations. 

The poor, out of necessity, are extreme- 
ly resilient. But the future of the planet lit- 
erally depends on the unwillingness of the 
poor to accept their deprivation. They can 
easily sweep away any politician or estab- 
lishment that tries to sell them energy con- 
servation, through Kyoto or other means. 

One of Kyoto’s most fundamental flaws 
is the belief that commerce is the enemy 
of conservation, and that energy conser- 
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vation will automatically lead to a cleaner 
environment. Yet the poor illustrate why 
this is a falsehood: They are the victims 
not of too much energy consumption, but 
too little. It may seem counterintuitive, 
but increased consumption is the trigger 
that makes conservation possible. In an 
open and competitive economic environ- 
ment, higher consumption provides the 
incentive to innovate and find more effi- 
cient ways of utilizing energy. 

And it is energy efficiency that leads 
to a cleaner environment. While the poor 
may need—and stand to benefit the most 
from—efficiency gains, itis no coincidence 
that almost all the energy-efficient devic- 
es have originated from wealthier coun- 
tries where consumption is much higher. 
Open commerce enables consumption, but 
ends up promoting conservation. 

The United States is often accused of 
being the world’s biggest polluter. What is 
conveniently ignored is that it is also the 
biggest wealth producer. This is one rea- 
son why citizens in rich countries enjoy 
a much cleaner environment, and better 
health quality. 

In 2002, carbon efficiency measured in 
dollars of GDP per ton of carbon equivalent 
emitted was $6,000 for the U.S., $1,330 for 
China and $1,910 for India. This is the rea- 
son why “poverty is the biggest pollutant.” 

This observation strikes at the cold, 
dark heart of the Kyoto Protocol which 
seeks to overturn the basic lesson that 
economic freedom creates prosperity and 
a clean environment. By rejecting the “vir- 
tue” of poverty, the poor have the chance to 
lead the charge against misguided attempts 
to save the planet in their name) im 
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Accepting a Nuclear 
North Korea 


by Dingli Shen 





IVEN THE Democratic 
People’s Republic of Ko- 
rea’s current policy dif- 
ference with and 
unyielding stance to- 
ward the U.S., it is highly unlikely that 
North Korea will dismantle the nuclear- 
weapons program it claims to have. It is 
also quite clear that the North is capable 
of surviving its current economic difficul- 





ties. For several reasons, however, even a 
worst-case scenario will not entail a mili- 
tary showdown. 

The development of nuclear weapons 
is a sovereign right to which the D.P.R.K. 
is entitled. Though outsiders may feel 
that North Korea should not go nuclear, 
Pyongyang is not convinced that it should 
voluntarily put a halt to its program. Be- 
sides, as long as the D.P.R.K. refrains from 
exporting its nuclear technology, it should 
be able to avoid a military confrontation. 
In order to persuade the North to disman- 
tle its nuclear program, other countries 


should adopt a more realist, incremental 
approach. 

Of course, not everyone agrees with 
the assertion that North Korea is entitled 
to develop and acquire nuclear weapons. 
Yet these opponents usually reach their 
conclusion based purely on national or re- 
gional interests. They fail to understand 
that a peaceful world can only be achieved 
when all nations feel equally secure. The 
U.S. felt insecure when it learned that Nazi 
Germany was developing a nuclear bomb, 
prompting the Manhattan Project. Simi- 
larly, because the former Soviet Union did 
not want the U.S. to have a monopoly on 
nuclear weapons, it too opted to build its 
own. And when the U.S. repeatedly threat- 
ened China with nuclear attacks, Beijing 
decided to go nuclear in 1955, acquiring 
the bomb within a decade. 


œ~ Mr. Shen is a professor and executive dean of 
the Institute of International Studies at Fudan 
University. He recently visited North Korea. 
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Not surprisingly then, when the U.S. 
stationed tactical nuclear weapons in 
South Korea that the North felt threat- 
ened. And, of course, the classic response 
to threat—real or perceived—is to develop 
a counterthreat. 

There is no basis in international law 
for preventing the D.P.R.K. from going 
nuclear. While there is a Chemical Weap- 
ons Convention—a law that prohibits the 
research, development, production, pos- 
session, transfer, use and threat of use of 
chemical weapons—regrettably, there is 
no Nuclear/Atomic Weapons Convention. 

The reason for this is simple: Most nu- 
clear powers, especially the major ones, 
cannot accept abandoning all their nucle- 
ar weapons. They need such weaponry to 
prevent an uncertain eventuality, and to 
sustain their position of power. (To some 
extent, China might be an exception, as 
Beijing is the only declared nuclear power 
that has called for total elimination of all. 
nuclear weapons.) 

When there is no impetus to give up ex- 
isting nuclear weapons, why then should 
new nuclear weapons have to be fore- 
gone? Countries that feel that the current 
international system does not offer them 
sufficient protection will search for other 
means to safeguard their security. This 
could be by maintaining neutrality, form- 
ing alliances or increasing self-defense 
capabilities, including nuclear options. 
Countries can choose to ally themselves 
with nuclear powers, or develop their own 
nuclear weapons. 

The only seemingly effective argu- 
ment against nuclear proliferation is that 
new nuclear weapons are not conducive to 





regional stability. But that begs the ques- 
tion: Are existing nuclear weapons really 
as conducive to world peace and regional 
stability as some of the current nuclear 
powers would have us believe? 

Neither does the Nonproliferation 
Treaty prohibit North Korea from ac- 
quiring nuclear weapons. The NPT is 
sometimes assumed to be universal, but 
in fact it’s not. Not only does it not include 
key aspiring powers (including India, 
Pakistan, Israel, and now North Korea), 
but also it has not effectively restricted 
current nuclear powers from advancing 
their nuclear-weapons technology. Fur- 
thermore, participation in the NPT is not 
compulsory. 

Deciding to waive nuclear-weapons 
programs or not is purely a sovereign 
matter. The decision depends on a coun- 
try’s cost-benefit calculations—how much 
it needs nuclear weapons for its security 
and whether it can cope with the inevi- 
table international backlash. Up to now, 
China, Israel, India and Pakistan have all 
clearly demonstrated that international 
pressure can’t force a determined state to 
back off. 

The NPT’s objective is to end the spread 
of nuclear weapons on a voluntary basis. 
Only the United Nations is in a position to 
take more assertive action—for example, 
U.N. Security Council Resolution 687 pro- 
hibited Iraq from developing and possess- 
ing nuclear weapons and certain types of 
land-based ballistic missiles. This is the 
only case thus far where the international 
community has taken firm action to bana 
country from acquiring a particular type 
of weapon. However, that only occurred 
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While all parties may be looking to China to help 


defuse the situation, Beijing has already done its part. 





in the aftermath of the Iraqi invasion of 
Kuwait. 

Despite the fact that the D.P.R.K.’s 
development of a nuclear deterrent is a 
matter of sovereign right, it is desirable 
that the country elects not to exercise 
the right. Of course, the question is: De- 
sirable to whom? Certainly to anyone out- 
side North Korea. 

` Because the U.S. distrusts Pyongyang, 
it considers the North’s nuclear develop- 
ment loathsome, unacceptable and intol- 
erable. Not only would the U.S. military in 
Northeast Asia come under Pyongyang’s 
nuclear threat, so too would Washington’s 
allies in the region. In addition, the U.S. 
is concerned that nuclear-weapon know- 
how could fall into the hands of those that 
hate America. Since the U.N. is neither 
able to provide a legal basis to stop North 
Korea, the U.S. has assembled a group of 
countries that aims to interdict such ship- 
ments, under the flag of the Proliferation 
Security Initiative. 

Unfortunately, the D.P.R.K. has not 
been persuaded that there are few benefits 
to be had from pursuing its nuclear goals. 
On the contrary, the further North Ko- 
rea pursues its nuclear-weapons program, 
the more it hopes to gain—either through 

“trading” the bomb for a legally binding 
commitment on its security, or simply ben- 
efit by having its own nuclear weapons like 
China and others have in the past. 

China only gained real confidence in 
its own security with the unveiling of its 
first nuclear bomb in 1964. It was not sanc- 


tioned by the U.N. and even if it had been, 
it really wouldn’t have mattered much 
since the country was already politically 
and economically isolated by then. 

Today, North Korea is in a similar po- 
sition of isolation, and any U.N. sanctions 
would not impact it much. In any case, 
most sanctions are abandoned sooner or 
later by the states that impose them—not 
because the sanctioned countries have 
corrected any errant behavior, but be- 
cause those that impose them decide they 
want to improve relations with the sanc- 
tioned countries. India and Pakistan are 
the two most recent examples. 

The U.S. and Soviet Union might have 
considered pre-empting China’s nascent 
nuclear-weapons program, but they were 
realistic enough to accept and respect it, 
rather than bomb it. Will the U.S militar- 
ily pre-empt North Korea’s nuclear-weap- 
ons program? It is the Pentagon’s job to 
plan various attack scenarios and present 
them to the president. But decision-mak- 
ers in the White House, despite their ha- 
tred for Pyongyang, have to answer two 
questions: Would a U.S. attack have a legal 
basis? And, would a pre-emptive opera- 
tion be successful? It is clear that the U.S. 
political elite cannot answer positively on 
either of these counts. As long as Pyong- 
yang is careful not to transfer its nuclear 
technology abroad, it can avoid backing 
Washington into a corner. 

For the North, history has demonstrat- 
ed that once a country has acquired nu- 
clear weapons, the rest of the world will 
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eventually accept it. Once North Korea 
started its program, it saw far more ben- 
efits than it may have initially contem- 
plated: ultimate security, acceptance and 
respect, and international standing. 

So how then can the North be in- 
duced to accept an alternative approach 
to security? It will not come around un- 
less it is convinced that it is in its own 
interest to drop its nuclear-development 
program, and so far the various parties 
involved have failed to do so. As a result, 
the D.P.R.K. has been refusing to come 
back to the next round of six-party talks 
in Beijing. 

(And while all parties may. be looking 
to China to help defuse the situation, the 
truth is that Beijing has already done its 
part. Since developing nuclear weapons is 
a sovereign matter, Beijing can only ex- 
press its desire—but not demand—that 
Pyongyang abandon its nuclear plans. In 
the same way China cannot prohibit the 
U.S., Russia, India or Pakistan from pos- 
sessing or aspiring to have nuclear weap- 
ons, neither can it stop North Korea. 

True, Beijing cannot say that it has no 
leverage in this regard, considering the 
close relations between China and North 
Korea. But Beijing has to answer a ques- 
tion: Would it be smart for China to apply 
any leverage it has? As a sovereign state, it 
is politically incorrect to intervene in the 
sovereign matters of another. Beijing may 
not welcome nuclear-weapons develop- 
ment by the D.P.R.K., or any other country, 
but it can understand why North Korea 
may decide to acquire them, especially in 
light of how China originally developed 


its own nuclear weapons. Furthermore, 
given that Beijing cares so much about 
sovereignty, it will continue to respect 
the sovereignty of other states. This is es- 
pecially true as China’s own sovereignty 
continues to be disrespected. 

China has persuaded North Korea to 
enter negotiations on a peaceful disman- 
tling of its nuclear-weapons program, and 
played host to trilateral talks and three 
rounds of six-party talks. Perhaps it could 
do more by putting forward a Chinese pro- 
posal on how Pyongyang might eliminate 
its nuclear-weapons program. However, it 
won’t force North Korea by threatening 
to cut off all relations. The settlement of 
this issue lies with the D.P.R.K. and the 
U.S., and depends on whether both sides 
can be reasonable in presenting their con- 
cerns and in appreciating the concerns of 
others. 

For the time being, the six-party talks 
should pursue an incremental scheme to 
phase out the North’s nuclear program 
gradually. In tandem with nuclear dis- 
armament, efforts to build trust should 
be undertaken. It should also be under- 
stood that a totally comprehensive nuclear 
disarmament regime, while desirable, is 
probably not possible. 

Anything short of this will result in 
time being wasted, and the D.P.R.K. will 
edge closer to possessing even stronger 
nuclear capabilities. If that happens, it 
will be more difficult to turn back the 
clock on Pyongyang’s nuclear-weapons 
program. Like it or not, the world will 
probably have to accept North Korea’s 
nuclear status. m 
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Unsettling Asia 
For Security’s Sake 


by Mark J. Valencia 





E RE-ELECTION OF 
U.S. President George W. 
Bush and the increased 
influence of “neoconser- 
vatives” in his adminis- 
tration suggest that the U.S. war on terror 
will become ever more aggressive. A key 
element of this campaign is the Prolifera- 
tion Security Initiative proposed by Presi- 
dent Bush on May 31, 2003, to keep 
nuclear, chemical and biological weapons 
out of the hands of rogue states and terror- 
ists) In psi language, it is an activity de- 
signed to prevent the spread of weapons of 





mass destruction, their means of delivery, 
and related materials from entering or 
leaving “states of proliferation concern.” 
First and foremost among the so-called 
rogue states targeted is North Koreą. In- 
deed, the pst has become more prominent 
now that the U.S. has alleged that North 
Korea supplied Libya with uranium that 
could be enriched to make nuclear weap- 
ons. The Bush administration plans to 
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make the pst a key foreign policy goal this 
year, and the U.S. Congress is proposing 
to provide $50 million to help states sup- 
port the initiative. Although the psi has 
made considerable progress, its pugna- 
cious promotion has also created contro- 
versy in Asia. 

Some 16 countries, including Japan, Sin- 
gapore and Russia, have agreed to the ps1 
Interdiction Principles that define when 
and how such interdictions will be made. 
More than a dozen Ps1 exercises have been 
held around the world, including one host- 
ed by Japan in late October 2004, and in- 
terdictions at sea are ongoing. 

The discovery of a shipment of centri- 
fuges bound for Libya supposedly forced 
Tripoli to acknowledge and abandon its 
WMD programs. And the U.S. has forged 
a series of bilateral agreements with flag- 
of-convenience states to allow boarding of 
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suspect vessels on the high seas. 

But the psi has ruffled feathers in Asia 
because it stretches if not breaks the fun- 
daments and limits of existing interna- 
tional law, operates outside the United 
Nations system, and has limited effective- 
ness. Moreover, U.S. pressure to partici- 
pate has created political tension. Several 
key countries like China, India and South’ 
Korea have not joined the effort, despite 
repeated U.S. requests to do so. And even 
some PSI “coalition” members like Japan 
and Russia are reluctant participants. 

HINA’S SUPPORT IS critical for 

C the pst because of its influence 

in Asia and the fact that it con- 

trols some of the sea-lanes leading to North 

Korea. North Korea has also apparently 

used Chinese airspace to fly shipments of 
missiles and arms to Iran;\ 

Instead of joining ps1{China has forth- 
rightly questioned the efficiency and legal- 
ity of interdictions, and argued that the 
best way to prevent wmp proliferation 
is through dialogue, not force) Moreover, 
when the U.S. introduced a draft U.N. Se- 
curity Council Resolution that included 
authorization of interdiction of vessels 
suspected of transporting wMD, China 
threatened to veto it unless the interdic- 
tion provisions were dropped. Recently, 
former Chinese Foreign Minister Qian 
Qichen voiced concern that the U.S. is us- 
ing its antiterror campaign to enhance its 
influence in Asia. 

China is also concerned that working 
with psi countries to halt North Korean 
nuclear shipments could scuttle the six- 


party talks that Beijing is hosting in an 
attempt to defuse the Korean crisis. In- 
deed the pst has become conflated with 
the North Korea issue. Pyongyang insists 
that the Bush administration explicitly re- 
nounce any intent to confront North Ko- 
rea economically or militarily. And it has 
repeatedly said it would view an embargo 
or interdictions as an act of war and there- 
fore abrogate the July 27, 1953 Armistice 
Agreement which ended the Korean War. 

The Bush administration worries that 
such a declaration would “defang” the ps1, 
at least vis à vis North Korea. Playing to 
North Korea’s fears, during PsI exercises 
hosted by Japan, U.S. Undersecretary of 
State for Arms Control and International 
Security John Bolton, the lead advocate 
for the pst, pointedly said that the exer- 
cise should send a message to North Ko- 
rea. Thus it appears that the U.S. may use 
the psi to pressure North Korea to come 
back to the negotiating table. 

Like China, South Korea has resist- 
ed joining the pst and expressed concern 
about the potential reactions of North 
Korea as well as its negative effect on the 
six-party talks. South Korean Unification 
Minister Jeong Se-hyun has requested the 
United States to take a more “conciliato- 
ry approach.” Thus a U.S. ally is publicly 
resisting an activity aimed at the enemy 
against whom the alliance was created. 

Even Japan, which has agreed to the 
Psi Principles, seems to be hedging its bets 
on full participation, in part due to con- 
cern about provoking North Korea. Tokyo 
has taken pains to emphasize that the psi 
does not specifically target North Korea, 
and it is unclear if Japan has committed to 











FAR EASTERN ECONOMIC REVIEW «= March 2005 


www.feer.com 


q 


aaa 


interdicting North Korean vessels. 

On a more practical level, there are 
questions regarding pst’s effectiveness. 
Although the threat of interdiction might 
deter shipments of the large equipment 
. used to manufacture WMD, it would prob- 

ably not prevent shipment of soccer ball- 
sized amounts of plutonium. Combinations 
of planes, trains, or ships carrying WMD 
material from or to North Korea could 
pass through Chinese territory. 

Besides, it is not against internation- 
al law for states which are not party to 
the NPT or Missile Technology Control 
Regime to ship WMD components or mis- 
siles to each other on their own flagged 
vessels. Their government ships have sov- 
ereign immunity from boarding. 

Moreover, some say the effort is not 
concerned only with wmp per se, but also 
with limiting North Korea’s access to for- 
eign exchange allegedly derived from 
arms sales. But aggressive implementation 
of the psI may mean that North Korea will 
rely more heavily on drug trafficking and 
counterfeiting, that some states may seek 
to acquire WMD sooner, that allies will 
become alienated, and that international 
arms control agencies and agreements will 
be weakened. 

` There is also concern that if pst inter- 
dictions continue to bypass the U.N., its 
credibility and viability will be further 
eroded. Undersecretary Bolton, now nom- 
inated as U.S. ambassador to the U.N., has 
argued that Secretary General Kofi An- 
nan’s insistence on the Security Council 
being the sole source of legitimacy in the 
use of force is “unsupported by over 50 
years of experience with the U.N. Char- 
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ter’s operation,” and he points to the non- 
U.N.-sanctioned U.S./NaTo intervention in 
Kosovo to prove the point. 





One conceptual problem with Ps! is its 
apparent “double standard.” It is true that 
North Korea is the leading exporter of me- 
dium-range ballistic missiles—a potential 
means of delivery of wmp—and that this 
is an important source of its foreign ex- 
change. But some U.S. allies like France, 
Italy and Israel sell and ship missiles to 
other countries. According to Mr. Bolton, 


.wMD-related cargoes destined for Israel, 


India or Pakistan are of secondary impor- 
tance because these states do not “pose the 
most immediate threat” to PSI members. 

This contradicts the principle of sover- 
eign equality—the concept that all states 
are entitled to the same rights and protec- 
tions in international law. Other funda- 
mental principles brought into question 
include freedom of navigation and the sov- 
ereignty of vessels on the high seas. And 
there are concerns in Asia and elsewhere 
that the psi may become an element of the 
new “Bush Doctrine” of pre-emptive self- 
defense, i.e., the U.S. may assert the right 
to strike anywhere, anytime to prevent the 
spread of wMp to “dangerous” countries 
or groups. 

PSI proponents thus face a dilemma. Al- 
lowing legitimate commercial transport of 
WMD components would undermine the 
objective of the policy. But unilaterally 
interdicting legal shipments would under- 
mine international law and the U.N. The 
initiative may have the unintended con- 
sequence of stimulating an Asian debate 
regarding U.S. intentions and their impli- 
cations for world order. = 
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To Divide Taiwan 


by Hsu Yong-min 





HE GREATEST IMPACT 
of China’s antisecession 
law on Taiwan might not 
be the Communist Par- 
ty’s attempt to legalize 
the “nonpeaceful means” to solve the Tai- 
wan Strait issue. After all, Beijing has been 
threatening to use force against Taiwan 
for quite some time. The seriousness of 
such threats depend on whether China is 
capable of carrying them out, rather than 





how sharp the threatening words are. 

Rather the biggest threat posed by 
the law is whether it will divide Taiwan- 
ese people’s minds by differentiating be- 
tween so-called “Taiwan-independence 
supporters” and “Taiwan civilians.” Al- 
lowing threats from the outside to lead 
to divisions within Taiwan would truly 
be the most alarming outcome. 

The biggest innovation in the antise- 
cession law is the attempt to differentiate 
between Taiwan independence support- 
ers and Taiwan civilians, indicating that 





a small group of independence advocates 
will be the ones hurt by war. “The coun- 
try” will try its best to protect civilians 
and Taiwanese businessmen. So logically, 
whoever is not a Taiwan independence 
advocate will not be against the antiseces- 
sion law, and should not object to the 
three conditions for using nonpeaceful 
means for reunification. That division was 
also the initial reaction by Kuomintang 
and the People First Party politicians to 
President Chen Shui-bian’s constitutional 
reform proposals. 

However, not only do Taiwan inde- 
pendence supporters object to the possi- 
ble use of “nonpeaceful means” but also 
the United States, Japan and the Ev object 
and have been protesting these terms. The 
lifting of the EU weapons embargo seems 
impossible this year, and the foreign min- 








œ- Mr. Hsu is a researcher at Taiwan’s Academia 
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ister of Japan has displayed a clear stance 
against war. Only the White House’s re- 
action remains to be seen. Internation- 


ally, the antisecession law gives the lie 
to Taiwan relations laws. In the past, the 
U.S. called for “one China” but essential- 
ly supported “two countries,” while the 
Communist Party claimed to seek a peace- 
ful way to solve Taiwan issue but actually 
has been working on military prepara- 
tions. The antisecession law just exposes 
the false pretenses the two sides have been 
maintaining. 

Interestingly, the Democratic Progres- 
sive Party has shown exceptional self-re- 
straint. President Chen, who was called 

“the bravest man in Taiwan” by opposition 
leader James Soong is even more low pro- 
file. After the draft law came out, he took 
a neutral position at an American Cham- 
ber of Commerce event: “Settle down but 
do not back down, be firm but not hostile.” 
ppp chairman Su Zhen-chang has called 
for half a million people to protest against 
the law, and the focus is now on whether 
President Chen will take people into the 
streets or not. 

That is because the biggest test the an- 
tisecession law poses to the DPP govern- 
ment and the president is how to mobilize 
the people of Taiwan to meet the chal- 
lenge. The changes to the international en- 
vironment and the new security structure 
are in the hands of strong powers like the 


A demonstration of DPP partisan power over the 
antisecession law would help China divide Taiwan. 









U.S. and Japan, so Taiwan will not shoul- 
der the external impact of “nonpeaceful 
means” alone. However, because of the in- 
difference of the KMT and PFP, and the 
worries of the Taiwan Solidarity Union, 
Taiwan society is facing the danger of be- 
ing divided by the impact of the antiseces- 
sion law. 

Therefore, the self-restraint of the DPP 
is not only the result of the pressure from 
the U.S. and Japan, but also the result of a 
need to organize Taiwan internally. Be- 
fore the draft law came out, the DPP was 
entirely capable of leading a half-million 
people to protest, in much the same way 
the people of Hong Kong protested Article 
23. But such a demonstration of its parti- 
san power would end up helping to divide 
Taiwan—one-half of the society is highly 
active, the other half couldn’t care less. 
That’s the political effect Beijing really 
wants to see. 

Therefore, after the draft of the anti- 
secession law is announced, when even 
Taipei Mayor Ma Ying-jeou has to show 
up and protest on behalf of the people, 
that will be the right time for President 
Chen to call for a million people to take to 
the streets. Because only when the leaders 
from both the blue and green [sides of the 
political divide] stand on the same ground 
will Taiwan then have the standing to 
make a statement about China’s antiseces- 
sion law. t 





China Tries to Divide Taiwan 
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CHINA, INC.: HOW THE RISE OF THE 
NEXT SUPERPOWER CHALLENGES 
AMERICA AND THE WORLD 
by Ted C. Fishman 
Scribner, 352 pages, $26 
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Reviewed by MELANA ZYLA VICKERS 

N THE 1980s, American business 
books characterized the Japa- 

nese as 10-foot-tall, managerial 
samurai who would work in tandem with 
the administrative samurai in Japan’s gov- 
ernment ministries to do battle against all 
sectors of corporate America. If U.S. busi- 
nesses wanted to survive, they’d have to 
become more like those of Japan, Inc., the 
business gurus opined. 

That obsession with Japan, Inc. has 
disappeared along with the health of the 
Japanese economy and the reputations 
of Japan-watchers. It’s being replaced, 
though, with obsessive analysis of China: 
the same bullishness about the giant Asian 
power’s economic future, the same wor- 
ries about the survival of U.S. companies. 
Chicago-based business writer Ted Fish- 
man, contributing to the genre, even goes 
so far as to give his book the ironic title of 
China, Inc. 

But here comes the difference with Ja- 
pan: Neither Mr. Fishman’s intelligent and 
engaging book nor any other chronicle of 
China’s economic rise is recommending 


that the U.S. become more like China. If 
anything, the prescription is for the U.S. 





ex Ms. Vickers is a columnist for TechCentral- 
Station.com and a former assistant editor of the 
REVIEW. She is author of a forthcoming terror- 
ism thriller set in Southeast Asia, The Strait. 


to resign itself to the inevitable and, longer 
term, to gird its loins for battle. 

Why is China’s continued rise inevita- 
ble? Partly because it’s driven by the U.S. 
economic juggernaut. U.S. companies are 
lured by both the size of the Chinese mar- 
ket and by the low cost of manufacturing 
there. Using midwestern U.S. examples 
as a microcosm of the country, Mr. Fish- 
man points out how the Chicago Federal 
Reserve Bank wrote in its November 2003 
circular that “automakers have been ask- 
ing suppliers for the ‘China price’ on their 
purchases,” meaning the lowest price pos- 
sible. The bank’s analysts also noted that 
U.S. suppliers were being asked by their 
big customers to move their factories to 
China, or to find subcontractors there. 

In this economically rational, if teeth- 
grinding race for the “China price,” Chi- 
na’s low-cost labor doesn’t trounce just 
high-cost U.S. labor, in the familiar “out- 
sourcing” scenario painted so often by the 
Democratic candidate in the last U.S. pres- 
idential election. Chinese workers also 
trounce manufacturing technology. 

Mr. Fishman points out how U.S. mo- 
bile-phone maker Motorola, one of the 
U.S. pioneers in the Chinese market, uses 
a Shenzhen battery supplier called BYD. 
In one decade the company has claimed 
50% of the global market share in mo- 
bile-phone batteries, and has done so by 
stripping robots and other machinery out 
of the manufacturing process, replacing 
them with low-paid workers, and driving 
the precision of its work up so high that 
BYD has earned the universally recognized 
“Six Sigma” quality certification. “That in 
China machines can be replaced by peo- 
ple for huge cost savings and without sac- 
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rifice in quality changes the competitive 
landscape of the global marketplace,” Mr. 
Fishman writes, noting that Nokia also 
now uses BYD. 

BYD earned its certification with Motor- 
ola’s help, it turns out. And not surprising- 
ly, China has by now engendered its own 
mobile-phone makers who give Motorola 
and others a run for their money. Higher 
up the technological food chain, a similar 
pattern is repeated. Boeing, which has a 
65% share of the Chinese aircraft market, 
will be buying $1.3 billion in parts from 
China annually by 2010. In its efforts to 
advance in the Chinese market, Boeing 
transfers technology to its Chinese part- 
ner firms. For instance, it’s lending tech- 
nical support to-China Aviation Industry 
Corp., which hopes to make its own large 
aircraft by 2018. Allied Signal has made 
similar transfers. Mr. Fishman notes that 

“China’s entry into the wro disallows 
forced technology transfers, but it is un- 
likely to hamper aerospace firms locked 
in an intense global battle from bartering 
their jewels for advantage.” Things are 
similar in politics where, Mr. Fishman 
notes, American expats in China are un- 
usually keen to paper over Chinese viola- 
tions of international norms—in human 
rights, for example. 

Not all U.S. businesses jump into Chi- 
na with both feet. Take the Excel Foundry 
outside Pekin, Illinois, which makes giant 
parts for rock and ore grinders. Excel has 
moved 20% of its production capacity to 
China, and is also starting a related ven- 
ture for the China market. But “any of the 
parts we make that can easily be duplicat- 
ed by metal shops in China are handed off 
to an offshore supplier,” Excel’s president, 
Doug Parsons, says. More broadly, Mr. 
Fishman hints at a schism in the U.S. busi- 
ness community, noting smaller manufac- 
turers that invest and sell in China guard 
their intellectual property more jealously, 
and are more wary of China, than the big 


names on the AmCham marquee. 

Ofcourse there are great benefits to the 
U.S. in the China relationship. Mr. Fish- 
man describes at length the savings to U.S. 
consumers brought by low-cost merchan- 
diser Wal-Mart. Wal-Mart, in turn, offers 
those savings by buying Chinese. In 2003, 
Wal-Mart bought $15 billion in goods from 
China. What’s more, over 80% of the facto- 
ries listed in Wal-Mart’s database of sup- 
pliers are in China. “Between 10% and 
13% of everything China exports to the 
U.S. winds up on Wal-Mart’s shelves,” Mr. 
Fishman says. 

It’s not just Wal-Mart or the U.S. that 
has such a deep relationship with the Mid- 
dle Kingdom. Mr. Fishman notes that other 
countries’ firms are often even more con- 
joined—with concomitant vulnerabilities. 
Consider, for instance, a Boston Consulting 
Group analyst’s estimate that “around 90% 
of all the marginal growth at Japanese and 
European companies is coming from Chi- 
na.” Put another way, without China, Japa- 
nese and European companies are dead. 

On the whole, Mr. Fishman’s portrait 
of China is a flattering one, of a country 
that’s kicking American corporate pos- 
teriors with its low-cost and increasing- 
ly high-quality, high-tech manufacturing 
and rising education levels, and creating 
the risk that “if U.S. manufacturing slips 
away, so does the industrial expertise and 
infrastructure needed to create... high-val- 
ue products.” This same China will also be 
able to leverage its $500 billion in U.S. dol- 
lar reserves. But while Mr. Fishman con- 
vincingly builds the case for China’s rise 
to long-term economic competition with 
the U.S., he doesn’t spend much time on 
China’s vulnerabilities—which are many. 

He glancingly notes China is critically 
dependent on foreign oil, an Achilles’ heel. 
He also notes China may have hidden cav- 
erns of overcapacity in particular kinds of 
manufacturing. Corrupt Chinese official- 
dom and an undervalued yuan may be fu- 
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eling a massive speculative bubble. And 
China hasn’t dealt with the time-bomb of 
instability represented by its millions of 
unemployed. The author doesn’t explore 
the fact that low-cost manufacturing can- 
not go on forever—but that’s possibly be- 
cause, given the size of China’s population, 
it can go on for decades to come. 

For all his bullishness, Mr. Fishman 
draws a few ominous conclusions, ones 
that separate him from that bygone, let’s- 
be-like-them analysis of the Japanese. 
Above all, the U.S. needs to recognize that 
an “economically big China that is ... the 
sum of impoverished parts may ... find rea- 
sons—some economic and some political— 
to follow the paths of other superpowers 
and assert its armies.” And that if in the 
future the “incomes of the Chinese come 
up to a mere half of those in the United 
States, a standard of living that the Chi- 
nese someday aspire to, China’s economy 
would be two and a half times as large as 
America’s. How China’s scale and relative 
wealth play out in the future truly beggars 
today’s understanding.” 

Beyond today’s understanding indeed. 
But books such as this one help to close 
the distance. 


JAPAN’S QUIET TRANSFORMATION 
by Jeff Kingston 
RoutledgeCurzon, 358 pages, $28.95 
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Reviewed by HENNY SENDER 
EFF KINGSTON, a professor of his- 
tory at Temple University in To- 
kyo, is an ambitious observer of 
Japan. The thesis behind Mr. Kingston’s 
sweeping study is that Japanese people 
are profoundly reinventing their society. “I 
try to convey the growing sense of urgency 
that animates this quest towards a more ro- 
bust civil society,” he writes in his preface. 
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Unfortunately, Mr. Kingston falls 
far short of his goal. Indeed, his book is 
marked by a puzzling rhythm. In some 
cases, this is because broad claims are then 
followed by the acknowledgement that the 
assertion is still open to question. In other 
cases, the achievements that he cites are 
universal and don’t apply singularly to Ja- 
pan at all. For those of us who are trying to 
work out the legacy of Japan’s lost decade, 
the conflicting evidence here is not a reli- 
able guide. 

One of Mr. Kingston’s starting points is 
that people in Japan are becoming more 
determined to take control both of their 
lives and their government. “Perhaps the 
most encouraging development in the Lost 
Decade has been the rise of volunteerism,” 
he writes. 

Mr. Kingston documents the well- 
known abuses that have sparked this de- 
velopment, ranging from bureaucratic 
excess to the scandals in the construction 
industry to the way lepers are treated. He 
then examines the development of non- 
profit organizations, sanctioned by law 
and given the legal right to demand infor- 
mation disclosure. By the end of the 1990s, 
as he notes, there was finally a freedom of 
information act both on prefectural and 
national levels facilitating the revelation 
of such abuse. 

Yet the more Mr. Kingston examines 
the laws and how they are implement- 
ed the more he seems to undermine his 
own claims. The laws, he concedes, “are 
couched in vague terms, giving bureau- 
crats considerable latitude in deciding 
what documents should be open to public 
perusal. The opportunities for stonewall- 
ing, manipulation and obfuscation are 
rife.” And Mr, Kingston himself finally 
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Japan’s quiet transformation remains largely 
invisible and we are left wishing for a better guide. 
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concludes that participation in nonprofit “For the moment, the tide seems to be flow- 


organizations has been disappointing. 

In many of the cases that Mr. Kings- 
ton cites, it is individual politicians rather 
than organized civic groups who inter- 
vene to try to end particularly egregious 
abuses. Many of his examples suggest that 
rights are still being granted from above 
rather than grasped from below. And often 
the result stems simply from internecine 
struggles among political factions. 

The evidence for progress in the bureau- 
cracy and government is equally ambigu- 
ous. Take for example the case of Makiko 
Tanaka, who was appointed head of the 
Foreign Ministry in 2001. “Dropped into 
a cesspool of scandal and botched cover- 
ups, her brief was to sort out the minis- 
try’s problems and institute meaningful 
reforms. For the bluebloods at the min- 
istry, she was a nightmare come true, a 
hardnosed populist, uncompromising in 
her stance,” Mr. Kingston writes in his 
stereotypical prose. 

Ms. Tanaka’s first action, according to 
Mr. Kingston, was to freeze rotations and 
promotions at the ministry. At the same 
time, she proved remarkably inept. She 
was finally dismissed in January 2002 
amidst allegations that she had lied to the 
Diet, the Japanese parliament, and misap- 
propriated funds herself. 

What exactly is Mr. Kingston trying 
to show? The rise and fall of Ms. Tanaka, 
herself the daughter of Kakuei Tanaka, a 
prime minister who was the personifica- 
tion of money politics several decades ago, 
would seem to testify to the persistence of 
old ways. The Tanaka episode is hardly a 
victory for the people of Japan, most read- 
ers would conclude. 

The most curious chapter in Mr. Kings- 
ton’s work concerns nationalism in Japan. 


ing with the reactionaries and their vin- 
dicating views but it may be a mistake to 

exaggerate the importance and the impli- 
cations of this apparent lurch to the right,” 
he writes. They “have long tried to orches- 
trate a collective amnesia about Japan’s 

shared history with Asia. Why is it sudden- 
ly dangerous or threatening if they persist 
in their efforts?” Well, perhaps because 

their efforts are still effective. The Minis- 
try of Education has succeeded in making 
the national anthem part of the ritual in 
schools, despite opposition. And Japanese 

school children remain largely ignorant of 
their country’s wartime actions. 

From time to time, Prime Minister Ju- 
nichiro Koizumi makes an appearance 
in Japan’s Quiet Transformation. Howev- 
er, despite the fact that he has dominated 
politics following the lost decade, Mr. Koi- 
zumi is not the subject of any detailed or 
consistent analysis. Mr. Kingston, for ex- 
ample, devotes several pages to the prime 
minister’s repeated visits to the Yasukuni 
Shrine, where the spirits of those who died 
in the war are honored. These visits take 
place despite much public opposition and 
the claim that the way his visits are un- 
dertaken violates the separation of state 
and religion in Japan. In the absence of 
clear guidance from the author, the read- 
er might well conclude from all this that 
Mr. Koizumi, too, is one more example of 
politics as usual. 

Early in his work, Mr. Kingston says the 
Japanese “have coped with the problems 
of an industrial economy relatively suc- 
cessfully and with less social fallout” than 
other developed countries. Yet much of the 
book sets out to demonstrate all the abuses 
that Japanese people have had to suffer. 

There is little original research under- 





Reviews 





_ kei 





pinning this work; rather it reads like a 
compilation of newspaper clippings and 
references to academic studies. The quiet 
transformation remains largely invisible, 
and we are left wishing for a better guide 
who can explain to us why more Japanese 
don’t express their frustration. 


REMAKING THE CHINESE LEVIATHAN: 
MARKET TRANSITION AND THE 
POLITICS OF GOVERNANCE IN CHINA 
by Dali L. Yang 
Stanford University Press, 

414 pages, $60 
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Reviewed by MARGARET M. PEARSON 

ALI L. YANG’S ambitious book on 
D how China is governing its mar- 

kets is at the same time highly 
valuable and deeply flawed. Its value lies 
primarily in the cataloguing of a major is- 
sue that has been, if not ignored, then un- 
derrated. 

The raison d’être for the book is the need 
to assess the great evolution in the system 
of economic governance over the past 15 
or so years in China. After the Tianan- 
men Square massacre in 1989, scholarly 
and popular discussions of governmen- 
tal change have centered on democratiza- 
tion, focusing on the question of “Why no 
democratization?” with regard to Beijing, 
and “How real?” with regard to local elec- 
tions. Recently, scholars inside and outside 
China have murmured a collective “Aha!” 
when realizing that changes in the insti- 
tutional foundations of the state have been 
extensive, even though they have not been 
aimed at democratization per se. 

Hence in reformers’ efforts to foster 
economic efficiency and shore up legitima- 
cy we can see corollary benefits for trust in, 


and accountability by, the party-state. Uni- 
versity of Chicago political scientist Dali 
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Yang has produced the first major work to 
address many of the institutional changes, 
particularly those made since 1998, in sub- 
stantial depth. 

The level of detail, while overwhelming 
at times, is a major strength of the book. 
While some observers might fantasize that 
the center of political life for most Chinese 
citizens is protest or electoral politics, that 
is not the case. Rather, the bulk of interac- 
tion between Chinese citizens and the state 
centers on economic life: Does the state 
and its officials make the citizens richer or 
poorer? How easy is it to start a business? 
Is the government knee-deep in China’s 
emerging markets? Are regular folk who 
run private businesses treated the same as 
officials and former officials who also hap- 
pen to run businesses? Remaking the Le- 
viathan walks the reader through myriad 
reforms to show how the interaction be- 
tween citizens/firms and the state is vastly 
improved today compared to even 1990. 

The story starts with a recentralization 
of authority within the state after substan- 
tial decentralization in the Deng Xiaoping 
era; since Deng’s death, the central gov- 
ernment has tried to limit local authority, 
depicted by Mr. Yang as having the great- 
est propensity for irrational investment 
behavior and for corruption. With newly 
recentralized power, the central govern- 
ment has tried to rationalize the way in 
which it governs markets. This translates 
into downsizing much of the “old” state 
in a complex process of closing ministries 
and other economic bureaus, removing 
the state to a great extent from its role as 
producer (e.g., the military’s divestiture of 
profit-making firms), and the concomitant 
establishment of new institutions—notably 


es Ms. Pearson is professor of government and 
politics at the University of Maryland and the 
author of China’s New Business Elite: The 
Political Consequences of Economic Reform 
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new regulators who are expected to gov- 
ern at arms length. 

The net effect has been a genuine lim- 
iting of state authority over the economy. 
These efforts are not merely of economic 
significance; they have gone hand-in-hand 
with efforts to strengthen legislative over- 
sight of the executive as well as general ac- 
countability and transparency. Mr. Yang’s 
analysis is best when he turns a high-beam 
light on such seemingly mundane issues as 
the licensing of new businesses, the holding 
of public hearings over utility prices, com- 
petitive bidding for public-works projects, 
and auctions of land or mineral resources. 

One could simply be grateful for the 
book’s illumination of mainly favorable 
trends in economic governance. But Mr. 
Yang’s intentions are greater, and it is here 
that significant problems arise and the 
analysis becomes misleading. The logic of 
the book is to say that the glass of economic 
management was previously empty but is 
now filling at a rapid rate, and in such a way 
as to put China on a path to “normalcy.” 

The dynamic is as follows: with Chi- 
na’s liberalizing economic reforms, en- 
lightened reformers, often motivated by 

“crisis,” realized the need to remake the 
mechanisms for governing the economy 
to provide both effective governance and 
good governance. When initial rounds of 
reform have not worked as intended, re- 
formers tinkered some more. The picture 
of technocratic reformers making smart 
policy is appealing, and not wholly wrong. 
But it is too simple an explanation, for it 
masks both the nature of China’s markets 
and the nature of the state. 

For what sort of market do Chinese 
reformers (never a unified group) wish 
to support? Mr. Yang sweepingly char- 
acterizes the nature of China’s economic 


Mr. Yang sees the “new” governance mechanisms as leading 
to a more minimalist regulatory state. But this is not so. 








reforms as the transition to a “buyer’s inar- 
ket.” While some portions of the Chinese 

economy support this characterization, it 

ranges between extreme competition fa- 
voring consumer interests and in need of 
little state oversight on the one hand, and 

major efforts by the government to limit 

competition and favor huge domestic state- 
owned oligopolies on the other. The insti- 
tutions of market governance are similarly 
varied, with some of the new regulators 

reflecting consumer interests (a new food 

and drug administration) and others with 

either a track record of protecting or an ex- 
plicit mandate to protect state assets eg., 
in telecommunications and electric pow- 
er). These extremes are ignored. 

The problem, in short, is that Mr. Yang 
encourages us to see the “new” mecha- 
nisms of market governance as leading to- 
ward a more minimalist regulatory state, 
when in fact some of the newly minted reg- 
ulators are demonstrating reinvigorated 
efforts to enhance central state-party con- 
trol of key assets. This trend may be judged 
good or bad, but it is not minimalist. 

The book’s portrayal ‘of technocrats 
gradually filling a glass with good policy 
also fails to examine the glass itself. Mr. 
Yang ignores the systemic problem that, 
once new institutions have been estab- 
lished, they have had great difficulty gain- 
ing authority. Indeed, a major reason there 
has been wave after dizzying wave of re- 
form is that new institutions aren’t paid 
nearly as much heed as in other systems! 

Many new organizations and policies to 
enforce them have come into being under 
the exhortation of strong leaders, notably 
Zhu Rongji, who in his time adjudicated 
squabbles between institutions and told 
one to obey the other. He apparently felt 
compelled to do so because new institu- 
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tions have only weak backing in law and 
commitment by other segments of the 
state to enforce their authority. 

Mr. Yang implies that this all is chang- 
ing, i.e., that the new regulatory institu- 
tions are being, well, institutionalized. 
Although there is room for different judg- 
ments on this score, I would argue that the 
scales have not yet been tipped—especially 
as the Hu Jintao government’s emphasis 
on rural policy and social equity has taken 
wind out of the sails of the market gover- 
nance reforms. But more than just a shift 
of policy focus is at work to limit the au- 
thority of new institutions and policies; 
the bureaucracy remains huge and tena- 
cious despite efforts to pare it back, while 
the norm of bureaucratic interference and 
pursuit of narrow self-interest by officials, 
even if proscribed by law, persists. 

We also need to understand other el- 
ements of the governance system about 
which Mr. Yang is largely silent—most no- 
tably, the not-so-small matter of the Com- 
munist Party. Quaint as it may seem in the 
era of markets and globalization, in China 
the Party remains important in issues of 
economic governance. This becomes clear 
once one recognizes its responsibility to 
protect state assets it has chosen to hang 
on to. Can institutions designed to pro- 
tect state assets be expected regulate in 
as minimal a way possible and in favor of 
a “buyer’s market”? 

Any analysis of new political institu- 
tions governing the economy must address 
whether and how the Party’s economic in- 
terests have changed, how the Party con- 
ceptualizes its role as owner of major assets, 
and how the Party has agreed to restrain its 
interference in the economy in an era when 
state power is tied to economic strength. 
Because Mr. Yang is content to see institu- 
tional reform primarily as a technocratic 


and managerial issue, he sidesteps this cru- ` 


cial aspect of how his “buyer’s market” is 
governed in a party-state. 


Mr. Yang deserves applause for focus- 
ing attention on the changes that have been 
made, but the end point of the story—how 
China’s economy will be governed decades 
hence—is still being written. It may well 
veer decisively off the path to market lib- 
eralization Mr. Yang suggests it is on. 


SHIFT: 
INSIDE NISSAN’S HISTORIC REVIVAL 
by Carlos Ghosn and Philippe Riés 
Currency/Doubleday, 256 pages, $25.95 


ner 


Reviewed by COLUM MURPHY 

O DOUBT NISSAN CEO Carlos 
Ghosn could give Sony’s newly 

appointed Chairman and Chief 
Executive Sir Howard Stringer some valu- 
able advice about overhauling an ailing 
Japanese corporation. But Sir Howard— 
or anyone with even a passing knowledge 


_of the auto industry or Japan—won’t find 


many new insights in Mr. Ghosn’s latest 
book, Shift. After years of “Ghosn ma- 
nia,” readers will justifiably expect more 
than just a rehash of the familiar tale of 
how the ethnic Lebanese, Brazilian-born, 
French-educated Mr. Ghosn parachuted 
in from parent company Renault to save 
a drowning Nissan from almost certain 
death. Nevertheless, a rehash is all that’s 
on offer here. 

To be fair, Nissan’s revival under,Mr. 
Ghosn’s leadership is a remarkable story, 
and those who have not followed it close- 
ly might enjoy this rendition. As foreign- 
ers who have worked at large Japanese 
corporations can attest, strong cultural 
norms make Western-style restructuring 
nearly impossible. Yet Mr. Ghosn showed 
the world it could be done, by refusing to 
yield to cultural blackmail. 





os Mr. Murphy is deputy editor of the REVIEW. 
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Mr. Ghosn is still too closely involved in both Nissan 
and Renault to give a candid account of events. 





After Renault paid $5 billion to acquire 
a 36.8% stake (later increased to 44.4%) in 
Nissan, it sent in its best restructuring spe- 
cialist, already infamous as le Cost Killer. 
Mr. Ghosn arrived in Japan in 1999 to dis- 
cover that the Japanese carmaker’s man- 
agement “was in complete and obvious 
chaos.” Nissan’s domestic market share 
had declined for 27 consecutive years. Ri- 
val Toyota had gone from having a narrow 
lead on Nissan in the 1980s to outselling it 
by a two-to-one margin by the late 1990s. 
While Nissan’s factories in Japan were op- 
erating at 50% of capacity, the company 
was staggering under $20 billion in debt. 

Meanwhile, there was incredible apathy 
among management, with few executives 
attuned to the pursuit of profit; customers’ 
needs were routinely ignored; and faction- 
al rivalry was rife. To top it all off, Nissan 
had no strategy. 

Mr. Ghosn tells us how he set to work. 
Drawing from his experience at Renault, 
he established cross-functional teams, 
who identified ambitious cost-reducing 
and efficiency-improving targets across 
nine key areas of the business. These in- 
cluded: reducing purchasing costs by 20% 
in two years; slashing general expenses by 
20%; cutting production capacity by 30%; 
closing one in ten Nissan dealerships; di- 
vesting most of the company’s holdings 
in some 1,394 affiliates; and eliminating 
21,000 jobs, about 14% of the workforce. 

Mr. Ghosn reflects: 


Of all the broken taboos—some would say, 
of all the sacred myths destroyed—the 
most significant, without a doubt, was 
the Japanese notion that there should be 
no winners and no losers. Advancement 
by seniority, unlimited public support for 
noncompetitive sectors and companies, 











the appearance of egalitarianism in so- 
cial relations—all these were based on the 
idea that Japan’s performance was a col- 
lective enterprise and that no one should 
be abandoned on the side of the road. 


As subsequent events have shown, Mr. 
Ghosn wasn’t as crazy as some of his ear- 
lier critics thought. Five years later, with 
the turnaround all but complete, he is pre- 
paring to return to France where on April 
1 he will assume the position of CEO at Re- 
nault. However, he will also retain the top 
spot at Nissan, dividing his time between 
Paris and Tokyo. 

Yet despite its upbeat message that 
change is possible, Shift leaves us want- 
ing to know more. What was the key fac- 
tor that made his mission a success? What 
were the internal battles he had to fight to 
get his way? None of these questions are 
answered satisfactorily. 

Mr. Ghosn lays much emphasis on his 
crosscultural skills, saying that his experi- 
ence of living and working across several 
cultures made him “ideal” for the job. He 
went to great lengths to instill cultural 
sensitivity in his Gallic colleagues: 


If you’re French and you come to Japan, 
you have no chance, zero, of budging the 
system an inch.... Right from the begin- 
ning, I told them: “You’re not missionar- 
ies. You’ve come here not to change Japan 
but to straighten out Nissan with the men 
and women of Nissan. 


But it’s hard to believe that diplomacy 
and tact alone were enough to get all Nis- 
san stakeholders to agree to his plans. Not 
surprising then that evidence of a sterner, 
snippier Mr. Ghosn is sprinkled throughout 
the book. On the issue of acceptance among 
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employees of his drastic plans, he says: 


..[W]hen everything is quantified, then 
there’s no choice; if you disagree with the 
plan, you’ve got to leave the company. 


And when it comes to old foes, he is not 
sparing in his criticism either, deriding 
José Ignacio López de Arriortta, the for- 
mer purchasing chief at General Motors. 
But turning to his colleagues at Nissan, Re- 
nault and, even at his first employer, tire 
manufacturer Michelin, Mr. Ghosn is re- 
luctant to burn bridges. Instead, his gush- 
ing praise is almost embarrassing in parts. 

Here we come to the obvious flaw in the 
book: Mr. Ghosn is still too closely involved 
in both Nissan and Renault to be able to 
give a candid account of the real challeng- 
es he faced. In one fleeting attempt to give 
a balanced evaluation, he makes a cryptic 
reference to harmful “tendencies” in the 
Renault-Nissan Alliance that could “de- 
stroy value.” Later, he acknowledges the 
alliance has “some advantages and some 
drawbacks”—but doesn’t elaborate on 
what these are. 

Mr. Ghosn concedes that timing was an- 
other factor contributing to his success: 


To my good fortune, I came to Japan at a 
time when the country was going through 
a period of self-examination. If Japan 
had never started asking itself questions, 
I would have had to go about things dif- 
ferently. 


And that, perhaps more importantly, a 
good leader knows when it’s time to go: 


When you start thinking about leaving, 
choose your moment carefully. Go out 
while you’re still on top, not when you’re 
no longer in control of events. 


Mr. Ghosn is still in control—for now 
at least. But his views on some issues that 





have the potential to revolutionize the auto 
industry as we know it—for example his 
reluctance to invest heavily in hybrid-car 
technology—leave us wondering how his 
legacy will be viewed 10 years from now. 

For, as Sony executives can attest, tech- 
nology-driven companies that shy away 
from investing in technology risk losing 
out to their more aggressive competitors. 
If that were to happen at Nissan, much 
of the good achieved by Mr. Ghosn could 
come undone. 


CORRUPTION BY DESIGN: 
BUILDING CLEAN GOVERNMENT IN 
MAINLAND CHINA AND HONG KONG 

by Melanie Manion 
Harvard University Press, 296 pages, 
$49.95 


CORRUPTION AND MARKET 
IN CONTEMPORARY CHINA 
by Yan Sun 
Cornell University Press, 272 pages, 
$49.95 
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Reviewed by SHAOMIN LI 


ORRUPTION IS PERHABS the hot- 
test topic in China. Yet it is very 

difficult to study for two reasons. 
First, good data are scarce. Corruption is 
illegal and thus secretive, making first- 
hand data collection impossible for most 
analysts. Second, studies on corruption in 
China seem to have a foregone conclusion: 
With a communist dictatorship, corrup- 
tion is inevitable and incurable. 

Most people agree. (Ask a Beijing taxi 
driver about corruption and you will get an 
earful, with the risk that the lecture will ex- 
tend longer than the ride.) These two rea- 
sons make the study of corruption a difficult 
task: How much insight can the analyst pro- 
vide without firsthand data, and what new 
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theory or policy recommendations can he 
or she offer to help clean it up? 

Two authors have taken on this unenvi- 
able task and produced impressive works 
on corruption in China: Melanie Manion 
of University of Wisconsin-Madison, and 
Yan Sun of the City University of New York, 
Queens College. . 

The title of Ms. Manion’s book succinct- 
ly summarizes the nature of corruption in 
China. She first presents a model of two 
equilibria developed by game theorists 
that describes the corruption level of a so- 
ciety. The model depicts the general obser- 
vation that in the spectrum of corruption 
from “clean” to “widespread corruption,” 
at the “clean” end are the countries in 
which governments are uncorrupted, such 
the Scandinavian countries, and on the 
other extreme, there are countries with 
rampant corruption, such as Bangladesh, 
Nigeria, and Indonesia. The game theo- 
rists argue that at these two ends of the 
spectrum, the level of corruption reaches a 
Nash equilibrium in which no player in the 
game (an official or a citizen) can increase 
his or her welfare by independently chang- 
ing his or her strategy. This is why clean 
countries stay clean and corrupt countries 
stay corrupt. 

The model is heuristic for readers of 
corruption. However, there must be a 
constraint on maintaining this equilibri- 
um —that is, corruption cannot increase 
unchecked, even in the most corrupt states. 
This is why all corrupt governments must 
have some effective anticorruption mea- 
sures from time to time. 

According to Ms. Manion, the implica- 





wə Mr, Li teaches international business at Old 
Dominion University in Norfolk, Virginia. 


Chinese culture is not the root cause of corruption. 
It lies in the country’s political and economic systems. 









tion of the model is that in order to achieve 
a successful anticorruption reform, the 
players must (1) change corruption payoffs, 
(2) change expectations, and (3) achieve a 

“tipping point” so that the society enters 
into a “virtuous cycle” in which a “clean 
enough” government “generates momen- 
tum toward cleaner government.” Thus 
the question for China is how to get to this 
tipping point. 

Ms. Manion then reviews the successful 
experience of Hong Kong in fighting cor- 
ruption and assesses the feasibility of Chi- 
na emulating Hong Kong. The book offers 
a detailed account of Hong Kong’s institu- 
tional changes that successfully controlled 
corruption. For example, she documents 
the quick change in Hong Kong people’s 
attitude from toleration of corruption to 
strong opposition, which implies that the 
Chinese culture is not the root cause of 
corruption as commonly believed. The 
root cause of corruption lies in political 
and economic systems. 

Ms. Manion’s comparison of Hong Kong 
and China is informative. She emphasiz- 
es the similarity: “[C]orruption in Hong 
Kong in the 1960s was as common as that 
found in mainland China today.” Howev- 
er, I would like to point out a dissimilarity 
the book did not examine. Corruption in 
Hong Kong was concentrated in the dis- 
ciplinary agencies, especially among the 
policemen who extorted money from or- 
dinary citizens, whereas in China, corrup- 
tion tends to involve huge sums of money. 
This reflects a fundamental difference in 
the political economies of Hong Kong and 
China. 

The author then focuses on corruption 
in China. She first presents official statis- 
tics on corruption to demonstrate the seri- 
ousness of the problem, and then reviews 
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two major mechanisms the government 
has relied on to fight corruption: routine 
anticorruption enforcement and periodi- 
cal anticorruption campaigns. 

She provides in-depth analyses as to 
why routine anticorruption efforts are “se- 
riously flawed” and ineffective, leading the 
government to launch large-scale anticor- 
ruption campaigns from time to time. Ms. 
Manion finds that although these periodic 
campaigns seem to increase the number of 
reports on corruption, they “have not ef- 
fectively deterred corruption” and have 
damaged the already unprofessional legal 
system. 

Her analysis on the Chinese govern- 
ment’s effort in anticorruption is impor- 
tant in a sense that it shows government 
efforts are ineffective (a necessary condi- 
tion for widespread corruption to exist), 
periodically punctuated by relatively more 
effective campaigns (to keep the corrup- 
tion level from tending toward infinity). 

In her conclusion, Ms. Manion recom- 
mends three “institutional designs for 
clean government” with Hong Kong as a 
baseline. First, establishing an effective 
and efficient anticorruption agency, such 
as Hong Kong’s Independent Commission 
Against Corruption. Second, changing in- 
centive structures to discourage corrup- 
tion, and third, instituting a constitutional 
design that imposes constraints on power 
and maintains the rule of law. 

However, at least the first and the third 
institutional designs clash with Commu- 
nist Party dictatorship. Setting up an inde- 
pendent anticorruption agency outside the 
Communist Party is impossible now. The 
author clearly realizes the problem, but 
chooses to ignore it: 


Is it possible to commit credibly to insti- 
tutional designs for clean government in 
the context of a Leninist constitutional 
design? Of course not. Yet, considering 
the ideological flexibility of a ‘socialist 





market economy’ designed to promote 
economic growth, there is no reason to 
believe that the Chinese cannot similarly 
adopt changes in political design that may 
be incompatible with Leninism. 


This view needs substantiation. The 
core of Leninism is the monopoly of pow- 
er by the Communist Party. Which part of 

“Leninism” does the author think the Chi- 
nese Communist Party is willing to relin- 
quish? If the party is not willing to yield 
its monopoly in power, corruption cannot 


be cured. 
approach. Unlike Ms. Manion’s 
broad-stroke analysis based on 
aggregate statistics, Corruption and Market 
in Contemporary China is built on numer- 
ous cases of corruption published in China. 
According to Ms. Sun, the book “aims to 
document the how and the why, and what 
the consequences are” of corruption in 
China. Readers of corruption will greatly 
benefit from her comprehensive coverage 
on the categories and types of corruption, 
as well as documented cases accompanied 
by theoretical analysis. 

In her opening, Ms. Sun poses a number 
of important and difficult questions. Cor- 
ruption infects all postsocialist countries, 
but “if conventional liberalism holds de- 
mocracy and transparency as key to reduc- 
ing corruption, why have more thoroughly 
reformed postsocialist societies not fared 
better regarding the level of corruption...? 
...[W]hy has not the Chinese economy been 
seriously hindered” by corruption? If cor- 
ruption has helped economic growth in 
China, why did it not help the other post- 
socialist economies? The author then uses 
case analysis and comparisons with other 
postsocialist countries to address these 
puzzles. 


AN SUN’S BOOK takes a different 
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Ms. Manion implies that the Beijing leadership is sincere 
in fighting corruption. This needs to be substantiated. 





E 


Ms. Sun first explains all known forms 
of corruption in China. There are 10 “com- 
mon categories of cadre corruption” in 
China, ranging from “embezzlement” to 

“squandering” to “moral degeneration.” 
She makes an important distinction be- 
tween “transaction types of corruption” 
in which a two-way exchange occurs be- 
tween official and citizen, and “nontrans- 
action types of corruption” in which the 
corrupt official simply steals directly from 
the state coffers. 

Ms. Sun divides China’s reform era into 
two periods: the within-plan reform pe- 
riod from the mid-1980s to 1992, and the 
beyond-plan period after 1992. She argues 
that in the first period, corruption tend- 
ed to be more guanxi-based and acted to 

“grease the wheel” to get reforms going. 
This corruption was small in scale, and 

more conducive to economic development 

and reform. After 1992, corruption became 

more material-driven and got progressive- 
ly worse and larger in scale, especially for 

the nontransaction types of corruption. 

The author argues that, contrary to 
the view of the neoliberals—advocates of 
free markets, sometimes called the “New 
Right”—who blame corruption on the ex- 
cessive state power, a major reason for the 
worsening of corruption is the weaken- 
ing of “state capacity.” She suggests that 
the state should build its capacity to fight 
corruption, and the central government 
should build its capacity to discipline local 
governments. She concludes that the view 
of the neoliberals that liberalization will 
reduce corruption is wrong, and that “in- 
creased corruption has been largely rooted 
in the courses of economic liberations.” 

While Ms. Sun has made a valuable con- 
tribution to our understanding of the prob- 
lem, her interpretation of the neoliberal 


view is overly simplistic. The basis for the 
neoliberals’ argument is that liberalization 
will eventually lead to a clean-up of cor- 
ruption. They acknowledge that during a 
rapid economic transition, there is likely to 
be a governance vacuum that may worsen 
corruption, a phenomenon widely recog- 
nized by most observers. 
Second, her definitions of “state” and 
“state capability” are not clear. Without 
checks and balances, how can the state 
selectively build only anticorruption ca- 
pacities while reducing predatory capaci- 
ties? Why is the central government less 
corrupt than local governments? 
In conclusion, Ms. Sun raises several 
important questions: 


Should political transition precede the 
economic one to found institutions of ef- 
fectiveness and accountability? Or should 
economic transition precede the political 
one to build economic society, property 
rights, and market infrastructure first? 
Or should the dual transitions be tackled 
simultaneously? ` 


However, she does not address these 
questions directly. Most of these questions, 
as the author points out, are impossible to 
answer. After the comparison between 
China and the postsocialist states in fight- 
ing corruption, she argues that each experi- 
ence is path-dependent and thus different. 
At the end of the book, she speculates that 
Hong Kong and Singapore are “most rel- 
evant for China’s path of transition” and 

“provide most useful lessons.” 

Interestingly, Ms. Sun’s point brings 
us back to Ms. Manion’s book, which 
concludes that without a constitutional 
change, it is difficult for China to emulate 
Hong Kong’s success in fighting corrup- 
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tion. Both books seem to reconfirm the 
forgone conclusion, with which I agree, 
that under the current system, corruption 
is here to stay. 

In any book on corruption in China, 
one naturally expects to find a discussion 
of corruption at the top levels. Neither 
book addresses this issue. In most corrupt 
countries, such as Suharto’s Indonesia 
and Marcos’s Philippines, the top leaders 
and their families were the most corrupt. 
Without checks and balances, why should 
we believe that the top leaders in China 
are not corrupt? Ms. Manion’s book gives 
the impression that the Beijing leadership 
is sincere in fighting corruption. But this 
needs to be substantiated. Maybe the issue 
should be looked at from a bigger perspec- 
tive, namely the relationship between re- 
gime type and corruption. 


INTER-KOREAN RELATIONS: 
PROBLEMS AND PROSPECTS 
edited by Samuel S. Kim 
Palgrave Macmillan, 240 pages, $59.95 


oer 


Reviewed by BRAD GLOSSERMAN 

ISTORY HAS BEEN cruel to Korea. 
For nearly 60 years, the Korean 

Peninsula has been divided into 
two countries, one of the few remnants of 
the Cold War that managed to survive the 
demise of the Soviet Union. Crueler still, 
the division between the two countries— 
the unsteady peace that has held since 
1953—is merely an armistice, a temporary 
cessation of hostilities. 

South Korean authorities—unlike those 
of China, the United Nations (a U.S. gener- 
al was signatory) and the Democratic Peo- 
ple’s Republic of Korea—never signed the 
document. In other words, while Koreans 


complain that their country is but a shrimp 
among whales, the legal terms of the ar- 
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mistice agreement itself invite other coun- 
tries to intervene in inter-Korean relations. 
For that, Koreans can blame the megalo- 
maniacal fantasies of former strongman 

Syngman Rhee. 

More than a decade after the resolution 
of the first North Korean nuclear crisis, 
Pyongyang is once again demanding pay- 
offs to cap its nuclear ambitions. Today, 
however, the stakes seem higher still. Not 
only does the fate of the Korean Peninsula 
hang in the balance—war is, grimly, a real 
possibility—so too does the global nonpro- 
liferation order and the regional balance 
of power. The Korean Peninsula is again a 
cockpit of competition by outside powers. 

That context shapes any study of in- 
ter-Korean relations and, as a result, more 
than half of Inter-Korean Relations: Prob- 
lems and Prospects is devoted to how those 
other powers see the Peninsula and the 
international frameworks in which all 
the players operate. For instance, Japan’s 
interests in the peninsula are direct and 
compelling. North Korea has admitted to 
kidnapping Japanese citizens and Tokyo 
is the target of choice for North Korea. 
Pyongyang rightly calculates that a good 
verbal blast at Japan is not likely to upset 
South Korea or China. However, the North 
has to be careful about how far it goes as 
Tokyo is likely to be the biggest source of 
economic support for the country once re- 
lations are normalized. 

More important in the larger scheme 
of things, North Korean rhetoric has a 
significant long-term impact on Japanese 
national security policy. Since 1991, Japan 
has embraced a much more realistic ap- 
proach to securing its own defense, and 
Pyongyang deserves a lot of the credit for 
nudging Japan down that path with re- 
peated threats and missile tests. There is 
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The real “great power” competition on the 
Korean Peninsula is between China and the U.S. 





little real danger of a “nuclear Japan” as 
some warn, but even if the nuclear crisis 
is settled, Japan is unlikely to return to its 
former policies. Still, Tokyo continues to 
engage Pyongyang and has even encour- 
aged the U.S. to engage the North. 

The real “great power” competition on 
the Peninsula is between China and the 
U.S. Beijing has very distinct interests in 
backing the North. There is the historic 
relationship—once “as close as lips and 
teeth”—and the desire to maintain a buffer 
between the capitalist South (and the U.S. 
bases located there) and China. Moreover, 
strong ties between Beijing and Pyong- 
yang give China leverage in Seoul, hold- 
ing out the promise that the Chinese can 
moderate Northern behavior. If that oblig- 
es South Koreans to look more to China 
than the U.S. for the protection of their na- 
tional interests, so much the better. 

The flip side of that is raised expecta- 
tions about what China can deliver. Thus 
far, the record is mixed, notes Andrew Sc- 
obell of the U.S. Army War College. And 
while North Korean hostility gives China 
achance to play the moderator/hero, it also 
alarms Japan, pushing its security policy in 
directions inimical to Chinese interests. 

It is tempting to see Chinese and U.S. ap- 
proaches toward North Korea in zero-sum 
terms. Increasing Chinese influence on the 
Peninsula is seen as a loss for the U.S. That 
overlooks the interests both nations have 
in a nonnuclear Korean Peninsula, but to 
the extent that China helps shape South 
Korean perceptions about who is to blame 
for the impasse and the failure of the Six 
Party Talks, then the formula works. 

Since President Roh Moo Hyun took of- 


- fice in 2003, there have been worries about 
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rising anti-Americanism in the South and 
fears that the Bush administration’s hard 


line against the North would exacerbate 

this trend. Victor Cha, formerly of George- 
town University and currently on the Na- 
tional Security Council working on these 

issues, is convinced that the U.S.-South 

Korea relationship is better than most be- 
lieve and will survive this crisis. 

If China is content to use inter-Korean 
relations as a wedge between the U.S. and 
South Korea, so too is North Korea, al- 
though it also faces dilemmas, as Charles 
Armstrong, also of the Weatherhead Insti- 
tute, explains in his fine chapter. While it 
would be happy to see loosening ties be- 
tween the two treaty allies, Pyongyang 
needs the U.S. for security guarantees, the 
legitimation it would get from official U.S. 
recognition, and for the aid that would fol- 
low from the lifting of the U.S. economic 
embargo (although the real economic boost 
would come from multilateral funds to flow 
once Washington took the North offits list 
of supporters of state terrorism.) 

Perhaps the most valuable element of 
this study is the way it reveals the con- 
tradictions and dilemmas all the nations 
face when dealing with the Korean Penin- 
sula—most particularly those experienced 
by the Koreans, both North and South. For 
example, the North knows that it needs 
engagement with the outside world to 
survive—and sees the South as perhaps 
the biggest cash cow—but it also knows 
that any lifeline is a potential contagion 
that threatens the regime. In fact, Pyong- 
yang really doesn’t want to deal with the 
South—as that would legitimate a govern- 
ment the North has maintained is mere- 
ly “a puppet”—but it wants South Korean 
economic aid and the leverage Seoul can 
bring to bear on the U.S. to make more 
concessions. 

Seoul is equally conflicted. As Mr. Cha 
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explains, South Korea has learned that 

there is a real risk premium in having a 

bellicose, nuclear-tipped neighbor. And 

the generational change in the South that 

has altered views of the U.S.—Kwangju is 

now a more formative memory than the 

Korean War—has also loosened ties to 

the North. Notes Kim Kyung-won, for- 
mer South Korean ambassador to the 

U.S., “There is a lot of romantic nonsense 

about wanting unification but when you 

come right down to it, people don’t want 
to pay the bills. If they want unification, 
they want it in the future—the more dis- 
tant, the better.” 

Ifthere is ashortcoming to this study, it 
is the same flaw in all such analysis of the 
Korean Peninsula: We don’t know what 
North Korea really thinks. We can work 
backward from what North Korea has 
done and try to infer why, but ultimately 
it’s all guesswork. That is the biggest prob- 
lem in any assessment of inter-Korean re- 
lations and one that won’t be remedied any 
time soon. 


GETTING AWAY WITH GENOCIDE? 
ELUSIVE JUSTICE AND THE 
KHMER ROUGE TRIBUNAL 
by Tom Fawthrop and Helen Jarvis 
Pluto Books, 273 pages, $70 
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Reviewed by STEPHEN MORRIS 

HE TRAGEDY OF Cambodian his- 
tory in the late 20th century was 

largely a product of the emer- 
gence of communism in mainland South- 
east Asia. Cambodian communism, deeply 
influenced by Vietnamese and Chinese 
mentors, took its most brutal form in the 
hyper-Maoist regime which ruled Cambo- 
dia from 1975-78—led by Pol Pot and com- 
monly referred to, following former King 
Sihanouk’s coinage, as the Khmer Rouge. 
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Between one or two million Cambodians 
died during the years of Pol Pot’s Khmer 
Rouge dictatorship. So far nobody has been 
punished for the massacre of so many in- 
nocent Cambodians. 

Communism’s ideological influence is 
vanquished from Cambodia today, and Pol 
Pot and several of his principal accomplices 
are dead. But most of the individual com- 
munists who perpetrated Khmer Rouge 
crimes are alive and well. They live normal 
lives, many of them even thriving within 
or under the protection of the current rul- 
ing regime. The government of Cambodia 
today is dominated by unrepentant former 
Khmer Rouge who fled Cambodia to Viet- 
nam in 1977 and 1978—not in disgust with 
Pol Pot’s brutal policies against the Cam- 
bodian people, but in fear of his paranoid 
purges of his own apparatus. 

Today the rulers of Cambodia are mo- 
tivated by material benefits accrued from 
stealing foreign aid and facilitating orga- 
nized crime rackets. The legal system is 
corrupted by private bribery and intimi- 
dation of judges, and is highly politicized. 
Cambodians who openly challenge crimi- 
nal syndicates, or their associates in gov- 
ernment, are liable to be murdered. 

This is the basic context for under- 
standing events in Cambodia today. Most 
Western observers, not only foreign gov- 
ernments, journalists, and the World Bank, 
but also liberal human-rights organiza- 
tions such as Amnesty International and 
Human Rights Watch, recognize this de- 
scription of Cambodian realities. However, 
the rulers of Cambodia do not admit it. And 
over the years they have been helped no 
end by the propaganda efforts of small seg- 
ments of the Western intelligentsia. 

Since the early 1970s a small but vocal 
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Ms. Jarvis admits she is an advisor to the government, 
but neglects to inform us she is a Cambodian citizen. 





number of academics and journalists in the 

United States, Europe and Australia have 

chosen to celebrate and justify the policies 

of the Cambodian communists. This was 

the case during the era of Pol Pot’s rise and 

dominance, during the subsequent 1979- 
1991 period of Vietnamese-sponsored or- 
thodox Marxism-Leninism, and the post 

1991 period of indigenous Mafia-Leninism. 
Academics such as Ben Kiernan, Michael 

Vickery, George McT. Kahin, Gareth Porter 
and Serge Thion; communist journalists 

such as Wilfred Burchett and the writers 

for the French newspaper L’Humanité; and 

various other self-styled “independent” 
radical leftists were defenders of Pol Pot 

throughout most of his period in power. 

These people denied either the scale of, 
or the central leadership’s responsibility 
for, the bloody massacres and deaths from 
starvation and disease. Accusing the cIa 
and Western governments of fabrication 
was their normal reaction. 

However, these people were also ad- 
mirers of the Vietnamese communists. So 
after the unanticipated split between In- 
dochina’s erstwhile comrades, which saw 
the Cambodian communists go to open 


war with the Vietnamese communists in - 


1978, the Western sympathizers chose to 
side with the more established Vietnam- 
ese, and suddenly became quite vocifer- 
ous opponents of Pol Pot. They also fully 
embraced the legitimacy of the Vietnam- 
ese-installed regime, and promulgated the 
Vietnamese communists’ myth that those 
Khmer Rouge that Hanoi had installed 
were “good Khmer Rouge.” 

One continuing obsession of the Phnom 
Penh government over the years has been 
bringing the “bad Khmer Rouge” to jus- 
tice for their crimes. This was initially a 
political ploy to justify its existence. But 


the numbers of the potentially indictable 
have been dwindling over the years, not so 
much due to death as to reclassification. 

As a result of an amnesty program 
and government-encouraged defections, 
many hardcore Khmer Rouge have been 
welcomed into the ranks of the govern- 
ment and armed forces, often with officer 
rank. Accordingly, the Hun Sen regime has 
sought to reduce the number of potential 
defendants in any tribunal to a handful of 
top leaders. Then in December 1999, Hun 
Sen welcomed back two of those leaders, 
Nuon Chea and Khieu Samphan with the 
plea to “dig a hole and bury the past.” 

Tom Fawthrop and Helen Jarvis ad- 
dress this and related questions. According 
to the book cover’s biography, the former 
is a free-lance British journalist, who has 
managed to live for decades without ever 
being on staff at any news organization 
that he is willing to identify. The latter is 
an Australian who previously worked in 
the Department of Information, Library 
and Archive Services at the University of 
New South Wales. 

Ms. Jarvis was rescued from academic 
obscurity by being part of the Cambodia 
Genocide Program, headed by the above- 
mentioned Ben Kiernan, that was funded 
in 1995 by the United States Department 
of State, to research the crimes of Pol Pot’s 
Khmer Rouge. What she probably didn’t 
mention in her application was that she 
was a member of one of Australia’s Marx- 
ist-Leninist sects of Trotskyist inclination, 
and that her husband Allen Myers was the 
editor of the newspaper Green Left. 

Thus Ms. Jarvis has probably achieved 
the special historical status of being the 
first Trotskyite funded by the U.S. State 
Department. She is not shy to admit that 
she is now an advisor to the current gov- 
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ernment of Cambodia. But Ms. Jarvis and 

her publisher neglect to inform us that 

she is also a citizen of Cambodia—a status 

conferred upon her by His Excellency Hun 

Sen, no doubt as a reward for her contribu- 
tions to objective understanding of recent 

Cambodian history. 

The book has a set of heroes and villains. 
The heroes are the current rulers of Cam- 
bodia, who we are not told were installed 
in power by Vietnamese soldiers. Rather 
Hun Sen and his comrades were merely 

“backed” by the Vietnamese. Nor are we 
told that the Vietnamese were dictating 
the general policies of the Cambodian gov- 
ernment for the decade during which they 
occupied the country. 

The villains are the United States (Ms. 
Jarvis is not shy to bite the hand that once 
fed her) and the United Nations. Most of 
the book is a tirade against the U.S. and the 
U.N. for having recognized the Coalition 
Government of Democratic Kampuchea, 
which included the Khmer Rouge, as the 
holder of the U.N. membership seat that it 
inherited in 1975, rather than the govern- 
ment installed by the Vietnamese. 

They have little time for the realpoli- 
tik and national sovereignty arguments of 
most governments about not recognizing 
regimes installed by armed foreign inva- 
sion. In the view of the authors, bringing 
the Khmer Rouge to justice was a moral im- 
perative at that time. However, they are not 
irritated by the fact of the original acquisi- 
tion of the U.N. seat by the Khmer Rouge 
in 1975, when it had the United States as its 
enemy and the indirect military and politi- 
cal backing of Vietnam as well as China. 

The Vietnamese invasion led to a de- 
cade of war. Eventually a peace plan was 
proposed by the five permanent members 
of the U.N. Security Council. The authors 
cannot imagine that Hun Sen’s 18-month 
refusal to accept that peace plan to end 
the civil war by ensuring free elections in 
aneutral political environment might have 
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been motivated by fear of losing a free elec- 
tion. Nor do they mention how Hun Sen’s 
regime, after signing the agreement, not 
only defied the U.N. mandate to disarm it, 
but also actively subverted the U.N. agree- 
ment it had signed by murdering and in- 
timidating its opponents. 

Finally, they neglect to mention how, 
despite the advantages of incumbency and 
terror, the Hun Sen regime could not win 
the election, but still refused to accept the 
outcome. Using threats of renewed war, 
Hun Sen bullied his way back into power 
under the guise of a coalition government. 
None of these facts, relevant for consider- 
ing plans for a Khmer Rouge tribunal, fit 
well with the benign image of His Excel- 
lency that the authors wish to portray. 

Two major moral and legal issues have 
haunted the issue of a Khmer Rouge Tribu- 
nal. One pertains to the capability of Cam- 
bodia to hold a fair and impartial trial. The 
second pertains to the numerical scale of 
the investigation and indictments. 

The indisputable facts are that Cam- 
bodia has no properly trained judges and 
lawyers, that the judicial system is utterly 
corrupt and subject to intimidation, and 
that the current regime is prone to inter- 
fere with the judicial system. Cambodia 
has already had one sham trial, the Peo- 
ple’s Revolutionary Tribunal in August 
1979, orchestrated by the Vietnamese along 
Stalinist show-trial lines. One of the so- 
called “defense lawyers” at that trial, Dith 
Munthy, was part of the team that conclud- 
ed its defense by calling for its clients to 
be considered guilty. He has been reward- 
ed for his servility by being made head of 
Cambodia’s “Supreme Court.” This situa- 
tion motivated the U.N. to initially demand 
an international tribunal with internation- 
al judges and lawyers, as has occurred in _ 
relation to the former Yugoslavia. 

The Hun Sen regime resisted, demand- 
ing that Cambodian judges and lawyers 
control the trial. The most respected in- 
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There is a blatant contradiction in the authors’ moral 
reasoning. Everything serves to justify Hun Sen’s tactics. 





ternational human-rights organizations 
Amnesty International and Human Rights 
Watch took the initial position of the U.N. 
Unfortunately the United States under 
the Clinton administration failed to stand 
firmly behind the U.N. on this issue. 

U.S. Senator John Kerry—driven by a 
desire for what he describes as “reconcili- 
ation with Cambodia”—formulated a com- 
plex compromise formula. This allowed a 
majority of Cambodian judges, with the 
requirement of at least one internation- 
al judge for any finding to be valid. This 
is unworkable because Cambodia has no 
properly trained judicial figures for the in- 
ternational judges to work with. Moreover, 
the international judges can’t enforce an 
indictment when the Cambodians refuse 
to issue it. The situation is ripe for exon- 
eration of any guilty men the Phnom Penh 
regime does not want to indict or punish. 

Although the U.N. was holding out for 
internationally accepted judicial norms, 
the recalcitrant Cambodian government 
wore it down. The authors are pleased with 
the compromise because they don’t regard 
Cambodia’s farcical legal system as a huge 
problem. On the contrary, they reformu- 
late Phnom Penh’s argument: “To advocate 
that Cambodians should just leave every- 
thing in the hands of the foreign legal ex- 
perts reeks of paternalism.” 

The second controversy concerns the 
scope of the tribunal. Under the compro- 
mise agreement there will be only a hand- 
ful of top Khmer Rouge leaders indicted. 
Yet most killings were carried out by hun- 
dreds, perhaps thousands of Khmer Rouge 
functionaries at the village level. Not all of 
these were carried out following specific 
orders from above, but many, probably 
most, were made at the discretionary whim 
of these local Khmer Rouge. Yet these local 


killers will never be tried under the cur- 
rent tribunal agreement. 

The authors argue there is a “need for 
balance in any post-conflict society be- 
tween justice, truth and reconciliation. 
What would be the impact of hauling thou- 
sands before a tribunal that might have to 
continue for years to finish such a massive 
caseload?” 

So once again the authors have changed 
their line of pleading. When the West was 
concerned with the priority of stopping 
Soviet and Vietnamese expansion, which 
threatened Western and Thai security, and 
aKhmer Rouge tribunal was notits highest 
priority, the authors go into high dudgeon 
about a lack of morality. But when a prop- 
er tribunal becomes feasible, and respect- 
ed human-rights advocates demand both 
proper judicial procedures and the indict- 
ment of all those against whom evidence 
of massive crimes is arrayed, suddenly our 
authors are not concerned with the over- 
riding issue of justice anymore. They want 
to compromise. 

This reveals a blatant contradiction in 
the authors’ moral reasoning. But not in 
their political reasoning. For everything 
they have written here serves to justify and 
support the changing tactics of Hun Sen. 

One is left to wonder what has become 
of the fellow-traveling Left. Once upon a 
time they would only support truly social- 
ist experiments, no matter how monstrous, 
like those of Stalin, Mao and Pol Pot. But 
now that the socialist economic experi- 
ment has been abandoned everywhere 
other than Cuba and North Korea, they 
have been reduced to serving the cause of 
a Communist Party-run pseudo-capitalist 
regime, whose leaders reap kickbacks from 
narco-traffickers, human traffickers, and 
environmental plunderers. ty 
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THE OPTIONS FOR NORTH KOREA 
by Ahn Byung-joon. 
Vol. 156, No. 18, May 6, 1993, Page 23 
HINA’S OIL EXPORTS make it the 
regional power with the greatest 
leverage over Pyongyang. 

It must be made absolutely clear to the 
rulers in Pyongyang that all necessary 
means will be taken to prevent North Ko- 
rea from acquiring a nuclear capability. 
This can best be achieved through a con- 
certed effort involving South Korea, the 
U.S., Japan, China, Russia and the U.N. 

Ina nutshell, North Korea faces two op- 
tions: it can develop nuclear weapons as 
a means for survival and security at the 
grave risk of incurring sanctions or it can 
decide to concentrate on economic devel- 
opment with the cooperation of the U.S., 
Japan and South Korea. We can call the 
former the “political imperatives” and the 
latter “economic imperative.” It is most 
desirable that the economic imperative 
prevails in the North as seems to be hap- 
pening in China and Vietnam. 

North Korea’s exit from the Nonprolif- 
eration Treaty has raised serious doubts 
about the leadership’s pledge that it has 
neither the intention nor the capability to 
develop nuclear weapons. If this is true, 
there would seem to be no reason to pull 
out of the NPT or to reject inspection by 
the International Atomic Energy Agency 
of two suspected nuclear waste sites in 
Yongbyon. 

The six inspections already carried 
out by the IAEA are said to have revealed 
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that Pyongyang has produced a sub- 
stantial amount of plutonium on at least 

three separate occasions, not just “a small 

amount” on one occasion only as reported 

by Pyongyang. The 1Aka’s findings led to 

the request for a special inspection which, 
in turn prompted Pyongyang to announce 

on March 12 that it was quitting the NPT. 

Finally, on April 1 a special IAEA board 
meeting, at which China and Libya were 
the only two dissenters, resolved to re- 
port Pyongyang’s noncompliance with 
the NPT’s safeguard requirements to the 
U.N. Security Council. The IAEA took this 
unprecedented step after concluding that 
it had exhausted all means of persuading 
Pyongyang to change its behaviour. 

Fortunately, though, there is still a 
chance of a solution. Pyongyang’s with- 
drawal from the npr does not become ef- 
fective until June 12. Thus there is still time 
for the Security Council and its permanent 
members to persuade Pyongyang to reverse 
its policy through collective diplomacy. 

Should Pyongyang persist in its refusal 
to cooperate with the 1aEA beyond June 
12, the Security Council will be forced to 
apply coercive diplomacy, starting with 
economic sanctions. Before resorting to 
such sanctions, all concerned countries 
and organizations must work together to 
induce the North to abandon its nuclear 
ambitions in favour of an economic devel- 
opment strategy. This task requires a syn- 
chronization of diplomatic endeavors by 
South Korea, the U.S., Japan, Russia, Chi- 
na and the U.N. 

South Korea should take the initiative 
in this process by convincing the North of 
the benefits of changing its position on the 
NPT. The new Kim Young Sam government 
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How China acts on the North Korea issue will be a litmus 
test of its sincerity in advocating peace and development. 


has already made it clear that it is interest- 
ed in improving relations with the North 

once the nuclear issue is resolved. If some 

progress is made in this direction Pyong- 
yang might be provided with a face-saving 

way of returning to the NPT. 

Second, South Korea, the U.S. and Ja- 
pan must continue to work together to 
induce the North to abandon its defiance 
of the NeT. The fact that these countries 
have left the door open for constructive 
dialogue with the North shows that they 
are not trying to “strangle North Korean 
socialism” as Pyongyang fears. 

Third, the rara and the U.N. must 
broaden their diplomatic activities aimed 
at making North Korea abide by the global 
nonproliferation code of conduct. The U.N. 
secretary general should lead a special 
mission to Pyongyang as early as possible 
with representatives from all five perma- 
nent members of the Security Council to 
stress the importance of preventing the 
spread of nuclear weapons. 

Lastly, these actors must convince Chi- 
na of the need for collective action to influ- 
ence North Korea constructively. Beijing 
took part in collective decisions that led 
to the Gulf War, the Cambodian ceasefire, 
and the peacekeeping operation in Soma- 
lia. Its position as supplier of about one 
million tons of oil per year and a substan- 
tial amount of food to North Korea makes 
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it the regional power with perhaps the 
greatest leverage over North Korea. 

Should China try to distance itself from 
efforts to influence North Korea, as it did 
at IAEA’s special board meeting, however, 
it would be difficult for the U.S., Japan and 
South Korea to maintain their mutually 
beneficial economic relations with Bei- 
jing. How China acts on this issue, there- 
fore, will be a litmus test of its sincerity in 
advocating peace and development. 

What if Beijing showed that it was re- 
signed to the prospect of a nuclear North 
Korea? It is inconceivable, in such a situ- 
ation, that the U.S. could maintain most 
favored nation status for China or that Ja- 
pan could continue to provide yen credits. 
Nor would South Korea continue to make 
investments in China. It is equally hard 
to imagine how China could defy a clear- 
cut international consensus on sanctions 
against North Korea if this was arrived at 
after all other diplomatic efforts had been 
exhausted. 

One can only hope that Beijing suc- 
ceeds again in persuading Kim to change 
his suicidal course on the nuclear issue, 
for the international community is unit- 
ed in opposing Pyongyang’s attempts to 
destroy the NPT regime. If persuasion 
fails there will be unforeseeable con- 
sequences for peace and stability of the 
whole region. = 
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Serving the People 


JIA CHUNWANG, HEAD of the Supreme 
People’s Procuratorate, had some trou- 
bling news to deliver in his annual work 
report to the National People’s Congress: 
Arrests for political crimes are up 8.3%, to 
811,102. Comrade Jia says the situation is 
“grave,” but he “remains resolute in smash- 
ing crimes that threaten state security.” 
Fortunately, corruption is such a tiny prob- 
lem in comparison that he doesn’t have to 
waste much energy on it: Only 24,184 of- 
ficials were prosecuted for graft. 


Alliterative Overload 


CHINA’S LARGEST AIRLINE, China South- 
ern, should give its pr firm a pat on the back 
for this press release headline: “Shang- 
hai-bound sky-high soaring swine swoop 
into China; Procreating Pugnacious Prize 
Plump Porkers Progress Positively.” After 
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that teaser, we actually read to the end of 
the page about how the airline shipped 743 
live pigs. Clever copywriters cop kudos for 
cringeworthy creation! 


What Setbacks? 


THE NEW YORK TIMES recently described 
last December’s legislative election in Tai- 
wan as President Chen Shui-bian’s “first 
major political setback since he was first 
elected president in 2000.” Impeachment 
proceedings in the legislature and innu- 
merable defeats of his policy initiatives 


apparently don’t count. By this standard, © 


the tenure of the gray lady’s favorite U.S. 
president, Bill Clinton, begins to look bet- 
ter and better! 





Contributions to Travellers’ Tales can be e-mailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/ tales. 
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HUGO RESTALL, editor of the REVIEW, writes 
thatthe simplest explanation ofrising anti-Jap- 
anese sentiment is best: Japan has mishandled 
the legacy of war and is now paying the price as 
it tries to become a normal nation. PAGE 8 


EMILY PARKER, an editorial page writer with 


` The Asian Wall Street Journal, applies the 


precedent of how a series of media campaigns 
hurt Japanese businesses in China five years 
ago to today’s disturbances. PAGE 14 


JOE STUDWELL, long-time China watcher, tells 
investors to put their money elsewhere as he 
explodes the myth that Asia’s emerging equity 
markets offer lucrative returns. PAGE 18 


. COLUM MURPHY, deputy editor of the REVIEW, 


warns inadequate leadership and funds could 
fuel the spread of bird flu in Asia. PAGE 22 


ANARA TABYSHALIEVA, a senior fellow of the 


Institute for Regional Studies based in Kyrgyz- . 


stan, highlights the dilemmas of Kyrgyzstan’s 
transition from authoritarianism to a demo- 


cratic future. PAGE 26 


PRAMIT MITRA AND DREW THOMPSON, of the 
Center for Strategic and International Studies, 
reflect.on the transformation in Sino-Indian 
relations that is taking place. PAGE 30 


JAPAN EXPERTS suggest ways for tackling 
three critical challenges facing the world’s sec- 
ond largest economy: the aging society; trade 
liberalization; and collective defense in an in- 
creasingly dangerous neighborhood. PAGE 34 


ROY PROSTERMAN, chairman emeritus of the 
Seattle-based Rural Development Institute, 


‘believes that without consideration to credit 


and land ownership issues, the U.N.’s plans for 
reducing poverty simply won’t fly. PAGE 43 


RON GLUCKMAN, a Thailand-based free-lancer, 
discovers a dynamic, inquisitive North Korea 
concealed behind the veil of juche. PAGE 46 


IN TRANSLATION: Taro Yayama writes in the 
Sankei Shimbun that China is fueling national- 
ist sentiment to distract its people. PAGE 50 
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SADANAND DHUME on the complex forces 
behind Islamist politics in Indonesia. PAGE 
52 è CLINTON DINES on the bravado and hu- 
bris of foreign entrepeneurs in China. PAGE 
55 TIMOTHY SAVAGE on two cogent, ob- 
jective analyses of North Korea. PAGE 58 
e MARIA MA on the memoir of an American 
soap actress in China. PAGE 61 è JON LIDEN 
on how democracy can be good for our health. 
PAGE 63 è JONATHAN FENBY on one woman’s 
intensely personal quest to aid communism. 
PAGE 65 è SALIL TRIPATHI on a journey of love 
and hate through India and Pakistan. PAGE 66 
è SIDNEY RITTENBERG, SR. on a thoughtful 
examination of how business influences gov- 
ernment policy in China. PAGE 68 è FRANCIS 
MORIARTY on the impact of regime change on 
public administration in Hong Kong. PAGE 70 
e MISHI SARAN on two sumptuous offerings 
from new Asian fiction writers. PAGE 72 è PHIL- 
IP ANDREWS-SPEED on a provocative analysis 
of power sector reform in China, India and Rus- 
sia. PAGE 74 è WANG XIN on exchange rates 
and their implications for financial stability 
and growth in East Asia. PAGE 75 è FROM THE 
ARCHIVES: Thirty years ago this month, RE- 
vIEw correspondents James Laurie in Phnom 
Penh and Nayan Chanda in Saigon evocatively 
described the fall of the two cities. PAGE 78 
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Korea remind us that the wounds of World War II are still 
raw and angry here. Instead of forgiving and forgeting, history 
was put aside for another day. Now that day is arriving. At stake is Japan’s 
capacity for regional leadership—sorely needed on many issues, including 
` bird flu, as Colum Murphy writes in this issue. 

Why is Japan marginalized? Consider my Shanghainese mother-in- 
law’s experience, one that is fairly typical for the older generation. She was 
living with her uncle and aunt in the countryside of Shandong Province 
when Japanese forces approached the village. Most of the residents fled, 
but they left behind four representatives to ask the Japanese not to destroy 
their property. The Japanese burned the village anyway and killed the four 
men. One of them was her uncle. 

Memories of Japanese atrocities are not confined to Asians. In my grand- 
parents’ village in England, the Germans have been forgiven, even though 
their V-1 flying bombs térrorized my mother as a child. But not the J apa- 
nese. Older residents still resist buying Japanese products because of the 
way family and friends were abused as civilian detainees in the Far East. 

The translated essay in this issue by Taro Yayama shows that Japan and 
its former enemies are so far apart that they are talking past each other. 
Japanese, unfamiliar with their own history, are mystified that Chinese 
are still so emotional about the war, and-assume that it must be the result 
of a government effort to stir up nationalism for political gain. The truth 
is quite the opposite, for the Chinese government would prefer to keep the 
war history in the background where it can’t disrupt economic ties, but 
resentment keeps bubbling up from below. 

Japan faces real economic and political challenges, as a package of ar- 
ticles in this issue also shows. Holding on to the ideal of Japanese homoge- 
neity and exceptionalism makes it difficult to address the aging population 
that Diana Farrell describes. Senator Kenzo Fujisue and his advisor propose 
greater integration with the outside world, especially freer trade. Daniel 
Blumenthal, recently of the U.S. Defense Department, evaluates the pros- 
pects for a stronger U.S.-Japan alliance. 

. Finally, in order to better serve our readers, we are asking for your feed- 
back on the new format of the REVIEW. Please go to www-feersurvey.com 
after April 25 and tell us what you would like to see more or less of. So far 
the REVIEW team is encouraged by your initial reactions, and we will strive . 
to improve according to your suggestions. 


D RUPTIONS OF ANTI-JAPANESE sentiment in China and South 
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IP Yes, Hegemony No 


REGARDING THE ESSAY “China Destroys 
the 1p Paradigm” in your March issue, the 
United States has been complaining about 
the problem of intellectual property protec- 
tion in China for some time. As a research- 
er on copyright issues, I do agree that we 
should protect intellectual property rights. 
However, China is not the U.S. During past 
years, China, under pressure from the U.S. 
and Europe, has developed a bunch of reg- 
ulations on 1p, and we should acknowledge 
that progress has already been rapid. 

So regarding China’s current IP situ- 
ation, the U.S. should not be overly sur- 
prised, or too demanding. You have to 
respect the reality and the rules of social 
and economic development. 

We might need to examine how the U.S. 
protected European intellectual property 
rights over 100 year ago. Don’t you think 
that it’s necessary for those Chinese citi- 
zens who are impoverished to figure out 
their own way of accessing advanced cul- 
tural and technological achievements? 
May I ask why those low-income citizens 
should pay for the copyrighted products 
while the much more inexpensive pirated 
ones are available? 

In addition, the targets of piracy are not 
only American works but also a huge num- 
ber of our own products. 

At the same time, we should admit that 
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it is these pirated works that stimulate the 
rapidly growing popularity of diversified 
culture in China. Shall we thank piracy? 
We certainly look forward to a society 
without piracy. But it will not arrive today, 
nor in the near future. The United States 
should work together with us on this cause, 
but without hegemonic pressure. 
Song Huiqiao 
Editor, China Copyright Magazine 
Beijing, China 


Sensitive, Not Victorious 


THIS LETTER REFERS to an essay published 
in the March issue of the REVIEW entitled 
“The Next Wave of Offshoring” by Robyn 
Meredith. While we do agree that Ms. Mer- 
edith met Sumer Shankardass on July 17, 
2003, the events that have been published 
are totally untrue. Ms. Meredith contacted 
Mr. Shankardass via phone in December 
2004, when she confirmed Norwich Union 
to be our client, a publicly known fact by 
that time. The writer has juxtaposed and 
mixed different situations to create a set- 
ting that portrays wns in a poor light. 

Mr. Shankardass met Ms. Meredith and 
traveled by road to the wns office. Usually 
at many traffic lights in Bombay you see 
beggars. Mr. Shankardass as an individu- 
al does not like to encourage begging and 
therefore did not roll down the car window 
and give money to them. He prefers other 
forms of charity wherein he sponsors edu- 
cation of poor children. 

Mr. Shankardass’s conversation re- 
volved around how tech-savvy Indians 
were, during which he received a message 
on his cell that probably got him to smile. 
At that time, he did not know about the 
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Norwich Union deal, nor was the message 
that brought about a “victorious grin” on 
this topic, as stated in the article. 

Sumer Shankardass is a very senior and 
responsible member of the wns manage- 
ment team. WNS as an organisation is very 
sensitive to job losses due to offshoring and 
is involved in many initiatives to minimize 
the effect of such offshoring (though we do 
not publicize it). 

Neeraj Bhargava 
CEO, WNS Group 
Bombay 


Robyn Meredith responds: Mr. Shankardass 
may have forgotten what the message was 
that made his ppa phone beep during our 
bumpy car ride through Mumbai. On July 
15, 2003, Norwich Union announced it 
would lay off 900 workers, setting off 
union protests in England that were in 
newspaper headlines that week. Mr. 
Shankardass explained to me in the car 
that the reason he smiled when he saw the 
headline was that he’d previously worked 
in England trying to convince insurance 
companies like Norwich Union/Aviva to 
send jobs offshore to India—a pioneering 
strategy at the time. 


Not in the Breakfast Club 


REGARDING THE MARCH essay “Trifling 
Do-Gooders’ vs. the U.S. Navy,” I was the 
sole World Food Programme worker on the 
uss Lincoln, and I have not eaten break- 
fast for the past 25 years, so I can assure 
you that I was not among those who “piled 
their plates high.” In fact, I lost seven kilo- 
grams while I was in Aceh in January and 
February. 

‘Most of wrp’s 100 staff were busy on 
the ground in Aceh, rather than float- 
ing on the uss Lincoln. So we were a bit 
surprised to be among those chastized 
in Lynne O’Donnell’s ill-tempered tirade 


against U.N. and nco workers. 

If her point was to praise the U.S., Aus- 
tralian and other militaries for a job well 
done in the aftermath of the tsunami, we 
would be the first to agree with her. In fact, 
in the early days of the crisis much of wFP’s 
food was distributed by the military, and 
we and our beneficiaries are extremely 
grateful for all they have done. With their 
help, we have reached almost 600,000 
people in Indonesia and close to 1.2 mil- 
lion others throughout the region. In ad- 
dition to the military aircraft, we’ve used a 
vast fleet of helicopters, planes, trucks and 
landing craft. 

The foreign military forces have now 
largely left Indonesia, with civilian hu- 
manitarian organizations like wF? taking 
up the vital reconstruction efforts together 
with the Indonesian government. We hope 
that Ms. O’Donnell will not begrudge them 
their breakfasts. 

Claude Jibidar 
Emergency Officer, . 
World Food Programme 
Geneva 


HAVING RECENTLY RETURNED from Aceh 


where I served for 11 days as a translator 
for foreign aid workers, I was interested in 
the essay in the March REVIEW with the 
provocative title “Trifling Do-Gooders’ vs. 
the U.S. Navy.” While I do not quibble with 
Ms. O’Donnell’s report of what she saw in 
Aceh, I think her descriptions of Ncos in 
Aceh are painted with too broad a brush. 
I served with a Filipino group of pro- 
fessionals cleaning out and repairing a 
school in Banda Aceh, an Australian team 
of physicians and nurses doing clinics in 
the camps, and with a Malaysian expert 
who was training a group of Indonesian 
aid workers in the principles of crisis re- 
lief and sustainable development. In each 
case, I was impressed by the dedication 
and sacrifice of these men and women, 
seeking to reach out to the unfortunate 
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victims of the tsunami disaster. 

I also personally appreciated the U.N. 
support of Nco work in Banda Aceh, par- 
ticularly in their setting up state-of-the- 
art Internet cafés in Meulaboh and Banda 
Aceh for the use of Nao workers. 

All the above notwithstanding, it is un- 
deniable the relief efforts conducted by the 
U.S. military in Aceh province were enor- 
mously appreciated by the Acehnese peo- 
ple themselves. In a conversation with a 
group of survivors, one man smiled at me, 
stuck up his right thumb, and said “Arabs 
and Americans are No. 1!” 

Larry Jones 
Manila 


THE NEW REVIEW looks like a heavy- 
weight, but lacks substance. In the March 
issue I was frustrated by the essay “‘Tri- 
fling Do-Gooders’ vs. the U.S. Navy.” 

The article is mere fluff. Consider on 
page 7 the paragraph that begins “Instead, 
like many people I came across...” There 
are at least three ideas in this paragraph 
that are not fleshed out and supported 


in the article. First, there is no substan- | 


tiation to the “reflexive hostility.” Second, 
Mr. Day is speaking of NGOs cooperating 
with the military, an idea rather different 
from the reflexive hostility. The meeting of 
two “inflexible institutions” is yet a third 
concept. 

One should ask how well the article 
demonstrates that the U.S. military was 
inflexible in this case. The uss Abraham 
Lincoln sailed from Hong Kong on Decem- 
ber 28 and within 14 days had delivered 2.2 
million pounds of relief supplies. Since I 
am reasonably certain that the Abraham 
Lincoln does not sail the ocean with 2.2 
million pounds of relief supplies looking 
for opportunities to deliver them, that the 
ship accomplished this act seems an act of 
extraordinary flexibility. 

Stephen Maire 
Pakkret, Thailand 


Rave Review 


SINCE STEPHEN MORRIS drags my name 
into his rant about Tom Fawthrop and Hel- 
en Jarvis’ new book (March 2005), I hope 
I might be permitted a brief comment. Mr. 
Morris writes that Helen Jarvis “probably 
didn’t mention” in her “application” to be 
part of the Cambodia Genocide Program 
(cep) headed by Ben Kiernan that I, her 
husband, edited the newspaper Green Left 
Weekly. I am at a loss to imagine why he 
thinks she should have done so. It is rath- 
er as though I were to accuse Mr. Morris 
of not mentioning his wife’s, lover’s, cous- 
in’s or grandfather’s occupation when he 
offered or agreed to write his diatribe for 
the REVIEW. The implication seems to be 
that because Ms. Jarvis is a woman, she is 
incapable of forming her own opinion. 

In any case, Ms. Jarvis’s “application” 
to be “rescued from academic obscurity” 
did not exist. She was invited to join the 
cap because of her academic reputation in 
the relevant field. This was not—as readers 
of Mr. Morris’s piece could be excused for 
believing—apologetics for mass murderers, 
but database management; her role was to 
create the computer software to track and 
collate data about the crimes committed in 
Democratic Kampuchea. 

As for Mr. Morris’s bizarre notion that 
having been employed with funds from the 


` U.S. government requires one ever after- 


ward to endorse that government’s politi- 
cal projects—I will not insult your readers 
by presuming that this has to be disproved 
for them. But since Mr. Morris believes it, 
and therefore presumably acts on it, may 
we please have alist of his prior employers? 
This may be the only way to make some 
sense of his outpouring. 

Mr. Morris’s piece is not really a review, 
and is therefore a disservice to the REVIEW’S 
readers. All that one learns is that he hates 
leftists, the Cambodian government and a 
lot of academics who are more highly re- 
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garded than he is, and that he wants every 
book about Cambodia to repeat his version 
of Cambodian history even ifit is nota gen- 
eral history book. 

Finally, since so much of Mr. Morris’s 
rave implies that everyone around him is 
hiding what s/he really is, it seems a little 
disingenuous for the REVIEW to mention 
Mr. Morris’ book Why Vietnam Invaded 
Cambodia, which has not exactly aroused 
enthusiasm in scholarly circles, and fail 
to mention his greatest claim to academ- 
ic notoriety, namely, the document that 
Mr. Morris “found” in Soviet archives to 
“prove” that hundreds of U.S. prisoners of 
war are still being held in Vietnam. 

I have no more information than any- 
one else about the origin of this nonsensi- 
cal document, but only someone with Mr. 
Morris’s political prejudices could have 
been silly enough to regard it as genuine, 
How does that qualify him to judge oth- 
ers’ work? 

f Allen Myers 
Phnom Penh 


Stephen Morris responds: I argued that 
the book was a moral condemnation of the 
policies of the United States and the Unit- 
ed Nations pertaining to the Khmer Rouge 
over 25 years, while presenting a sanitized 
history of the current Cambodian govern- 
ment—a regime which is corrupt and re- 
pressive, and dominated by unrepentant 
former Khmer Rouge. I pointed to moral 
inconsistencies in the authors’ criticisms 
of the U.S. and the U.N. These moral in- 
consistencies were, however, politically 
consistent with the twists and turns of 
Hun Sen’s policy on the Khmer Rouge. 
Instead of challenging my general argu- 
ment, Mr. Myers prefers to misrepresent 
what I wrote. First, I did not write simply 
that Ms. Jarvis didn’t mention her hus- 
band being editor of Green Left Weekly. I 
wrote something more extensive: “What 
she probably didn’t mention in her appli- 


cation was that she was a member of one 
of Australia’s Marxist-Leninist sects of 
Trotskyist inclination, and that her hus- 
band was the editor of the newspaper 
Green Left.” Clearly the reference to her 
husband, as the editor of the newspaper 
of the sect she is a member of, was only to 
indicate the depth of her involvement in 
the affairs of the sect. 

Second, Mr. Myers tries to divert the 
discussion to attacks on me. He questions 
the reception of my book Why Vietnam 
Invaded Cambodia. He thus ignores the 
overwhelming majority of highly favor- 
able reviews that appeared in scholarly 
and policy journals. But Mr. Myers also 
overlooks the fact that his wife and Mr. 
Fawthrop quoted my book authoritatively 
several times in their book. 

As for my discovery in Russian archives 
of a document concerning American pris- 
oners of war, Mr. Myers clearly hasn’t 
read it. It did not say that “hundreds are 
still being being held prisoner in Vietnam 
today.” It said that hundreds more were 
being held prisoner in 1972 than were re- 
leased in 1973. Furthermore it has been 
endorsed as authentic by both the former 
head of archival research under Boris Yelt- 
sin, as well as other Russian and U.S. gov- 
ernment authorities. He could have found 
and read the document and many ofits en- 
dorsements on the Internet. 

I do not believe, nor have I asserted, 
that having received funds from the U.S. 
government requires one to endorse their 
policies forever after. But I do believe that 
taking money from a government that one 
regards as inherently evil—as Marxist-Le- 
ninists regard the U.S.—is hypocritical. 

Finally, I do not hate all leftists. But like 
most decent people I do regard a brutally 
repressive regime that protects and takes 
kickbacks from drug traffickers, human 
traffickers and environmental plunder- 
ers—and those who defend it—to be gro- 
tesquely immoral. 
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‘Opposing the Sun’: 
Japan Alienates Asia 


by Hugo Restall 





HE OUTBURST OF anti- 
Japanese protests in Chi- 
na has observers looking 
for hidden explanations. 
Some believe that the 
Chinese government is stirring up trouble 
for domestic political reasons. Others hy- 
pothesize that popular discontent with the 
Chinese government is surfacing in the 
only allowable form, attacking it on grounds 
of weakness toward Japan. The simplest, 





and truest, explanation has been largely 
overlooked: Most Chinese genuinely dis- 
like Japan, and mistrust has been fanned 
into rage by Tokyo’s recent actions. 

This is not to say that Japan really poses 
a renewed threat to its Asian neighbors, as 
many of the protesters profess to believe. 
However, Japan has mishandled its World 
War II past for so long, and botched its 
transition to being a “normal nation” so 
badly, that it is becoming diplomatically 
marginalized in its own region. 

There are stil] opportunities to arrest 
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this downward spiral in relations. But do- 
ing so requires finding the answers to three 
questions: Why is anti-Japanese sentiment 
in Asia growing now? Why is Japan’s mili- 
tarist past still such an emotional subject 
for so many young Asians? And how can 
Tokyo reassure Asians that it wants to play 
a constructive role in the region while still 
attending to its real security concerns? 


Why Now? 


TIME USUALLY HEALS the wounds of war, 
so it’s a sign that something’s amiss if six 
decades after its surrender, Japan’s World 
War II aggression is, if anything, becom- 
ing a more volatile issue, especially among 
the children and grandchildren of its vic- 
tims. Yet the main provocations cited by 
the protesters are not sufficient in them- 
selves to explain this development. 

The recent approval of a history text- 
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book with nationalist views is arguably not 
as extreme a case as previous rows over the 
past few decades. Likewise, the conflict 
over the islands known as the Senkakus in 
Japan and the Diaoyutais in China has 
been going on for years. Japan’s bid for a 
permanent seat on the United Nations Se- 
curity Council was first mooted long ago 
and its position on the world agenda hard- 
ly justifies going to the barricades. 

This anomaly feeds suspicions that the 
Chinese government must be encouraging 
the protests. The manner in which police 
stood back while students vandalized Jap- 
anese diplomatic compounds and business- 
es provides further reinforcement. The 
government has sometimes encouraged 
anti-Japanese sentiment in the past when 
it has suited its political goals, and Chinese 
are fed a steady diet of propaganda about 
their country’s humiliation at the hands of 
Japan both in school and in the media. 

However, this time there is no evidence 
that Beijing is behind the protests, and usu- 
ally it is not hard to discern an official hand 


directing a piece of political theater. The - 


demonstrations have been spontaneous, 
and indeed Chinese officials have sought 
to prevent them, and where that was not 
possible to limit them and control their de- 
structiveness. The closest parallel is to the 
protests in 1998 after the U.S. bombed the 
Chinese Embassy in Belgrade—the stu- 
dents were allowed to blow off steam for a 
short period, and then ordered back to 
their dormitories. The last few weeks will 
provide an interesting case study in how 
Internet and mobile phone technology can 
help organize a mass movement beyond 
the reach of the Communist Party. 





In fact, the protests work against the 
Chinese government’s plans. While sim- 
mering anti-Japanese sentiment might be 
advantageous in securing concessions, Bei- 
jing gains no advantage from violence that 
might spur a nationalist reaction in Japan. 
The central government’s legitimacy pri- 
marily depends on delivering economic 
growth, and not, at least for now, on na- 
tionalism. In order to overcome pressing 
problems, Chinese leaders know that they 
need Japanese investment, technology and 
management know-how. But ever since 
Party General Secretary Hu Yaobang lost 
public support in the mid-1980s for his 
overt friendliness toward Japan, China’s 
Japan policy has been constrained by pub- 
lic sentiment. 

The fact that South Koreans are also 
protesting, and Chinese in other parts of 
the world are also energized, is one clue 
that this movement has deeper roots than 
simply a state-sponsored exercise. While 
the protesters cite some of the same provo- 
cations as in the past, such as Prime Min- 
ister Junichiro Koizumi’s visits to the 
Yasukuni Shrine in Tokyo where Class-A 
war criminals are honored, this too is just 
a rallying cry. The real source of the mis- 
trust is the suspicion that Japanese nation- 
alism is once again getting ready to go on 
the march. 

‘Japan’s foreign policy posture has 
changed dramatically in the last few years. 
Legally, of course, the constitutional re- 
strictions on the size and deployment of Ja- 
pan’s armed forces remain in place. 
However, they are increasingly becoming a 
dead letter, as the Koizumi administration 
strengthens the U.S.-Japan alliance and 





‘Opposing the Sun’: Japan Alienates Asia 





i 





www.feer.com 





ky 


takes a greater role in collective defense, for 
instance sending 800 troops to Iraq. 

In itself, this is no bad thing. But the 
typically Japanese way in which this 
change is happening does raise questions. 
The leaders avoid a public debate, and 
therefore political risk, regarding a contro- 
versial new policy by leaving the old policy, 
in this case the Japanese constitution, 
nominally intact. Meanwhile they imple- 
ment incremental changes that completely 
undermine the official line. Only once the 
switch is complete can it be officially an- 
nounced and given a legal imprimatur. 

This encourages cynicism about wheth- 
er Japan is really a democracy with a gov- 
ernment accountable to its people, or a 
country that respects the rule of law. And 
this is more than just a cultural curiosity. 
Such ambiguity could enable an opportu- 
nistic nationalist leader to guide the nation 
back toward militarism, as happened in the 
1930s. Because there are effectively no 
checks and balances and no public debates 
about major policy changes, once the prec- 
edent is set of moving toward rearming 
without amending the constitution, there 
is effectively no limit on extremism. 

And indeed some of Japan’s neighbors 
fear this is the direction she is heading. Un- 
deniably, Mr. Koizumi has shored up his 
support by appealing to nationalists. Anda 
shift in public sentiment over the last few 
years suggests that the Japanese public is 
happy to be led in a more nationalist direc- 
tion. This means a new assertiveness on all 
territorial disputes—for instance, Mr. Koi- 
zumi personally viewed the Kurile Islands, 
controlled by Russia but claimed by Japan, 
from the deck of a patrol boat, and snubbed 


a proposal for compromise from President 
Vladimir Putin. 

The visits to the Yasukuni Shrine are 
actually less worrying than the attitude 
that accompanies them. Many Asians could 
accept that such gestures are necessary to 
placate politically powerful veterans’ 
groups. But Mr. Koizumi actually seems to 
relish the opportunity to show that Japan 
has apologized enough for the past and will 
not be submissive any more. This reflects 
public frustration that Japan can never sat- 
isfy the Chinese with enough apologies, 
and therefore it is time to stop trying. 

Mixed in with this are very real secu- 
rity concerns that are prompting a strate- 
gic rethink. North Korea’s recent 
declaration that it is a nuclear power and 
its testing of a long-range missile that flew 
over Japan in 1998 have led to a realization 
that the current U.S. security umbrella may 
not be adequate to prevent all attacks. In 
response, Japan has developed its own spy 
satellites and acquired military force-pro- 
jection capabilities. Last year, Defense 
Minister Shigeru Ishiba suggested that Ja- 
pan would consider preemptive strikes 
against North Korea if there was evidence 
Pyongyang was planning a missile attack. 

China has also started off-shore drill- 
ing for gas right next to Japan’s Exclusive 
Economic Zone in a way that drains depo- 
sits from that zone. Beijing has expanded 
its diplomatic influence in Southeast Asia 
at the expense of Japan and the U.S. And 
most importantly, China’s belligerent 
threats against Taiwan have forced Japan 
to think seriously about where its interests 
would lie in the event of a war. 

The answer has come back, even from 
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The dramatic change in Japan’s foreign policy 
posture is fueling unease elsewhere in Asia. 





those who a decade ago felt suffocated by 
America’s embrace, that Japan must stand 
with the U.S. in helping to defend Taiwan. 
The two countries recently established a 
new security arrangement in which Tai- 
wan is recognized as a “common strategic 
concern.” A recent Japanese defense white 
paper identified China as a potential threat. 
Views that a few years ago were confined 
to the most extreme nationalists, like To- 
kyo Governor Shintaro Ishihara, are main- 
stream—one of the deans of the Liberal 
Democratic Party’s foreign policy estab- 
lishment, Katsuei Hirasawa, recently com- 
mented, “Mr. Ishihara’s position is right. 
We are not assertive to China, North Korea 
and South Korea.... The politicians have to 
be blamed and also the Japanese Foreign 
Ministry has to bear responsibility.” 

While Beijing may be partly to blame 
for these developments, in the eyes of ordi- 
nary Chinese who ardently believe that 
Taiwan is part of their territory these are 
provocations, which in turn forces Beijing 
to take a tougher line. There have been 
miscalculations on both sides. Both Beijing 
and Tokyo have become more assertive, 
underestimating the effect that this would 
have on the other. Right now they are 
caught in a negative feedback loop, with 
each negative reaction being seen on the 
other side as a new provocation. 


Why So Emotional? 


HATRED OF JAPAN has tremendous power 
to mobilize young Chinese. A recent Inter- 


net petition against Japan’s bid for a per- 
manent seat in the U.N. Security Council 
attracted 22 million signatures. A boycott 
of Japanese goods is planned for the month 
of May, as are further protests. And this 
has been building for some time, as the riot 
following defeat to Japan in the Asia Cup 


soccer finals in Beijing last August shows. 


It is tempting to attribute this to Chi- 
nese government propaganda. But the 
same strong feelings are shared by Chinese 
all over the world, including among the 
Communist Party’s political opponents. 
For instance, in Hong Kong the pro-de- 
mocracy camp which is a thorn in the side 
of Beijing has its roots in the 1970s move- 
ment to protest Japan’s occupation of the 
Diaoyutai Islands, and many of its mem- 
bers yield to no one in anti-Japanese fervor. 
The exception to this rule is Taiwan, where 
the Japanese occupation was relatively be- 
nign, and overshadowed by the cruelty of 
the Kuomintang regime that followed. 

And even on the mainland, authorities 
have always emphasized that post-war Ja- 
pan was a friend, and that history was no 
bar to improving relations. School text- 
books, movies and other media contain of- 
ten graphic accounts of hardship and abuse 
at the hands of the Japanese during the 
war. But these are in the same vein as the 
obsession with China’s humiliation at the 
hands of Western powers in the 19th cen- 
tury. That is, they are part of the Commu- 
nist Party’s narrative of its rise to power, 
that only when China is united under a 
strong central government can it defend its 
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territorial integrity and dignity. But the 
Party line is that its legitimacy does not de- 
pend on seeing any of those past enemies 
in particularas a continuing threat. 

In fact, after the war, China’s new lead- 
ers bore Japan no ill will for teaching their 
country this supposed lesson. When Prime 
Minister Kakuei Tanaka visited Beijing in 
1972 and tried to apologize personally to 
Mao Zedong for the war, Mao waved him 
off, saying that China should thank Japan 
for its “help” in advancing communism. 

But the Chinese people can be forgiven 
for taking a less strategic view of history. 
While the numbers of dead may never be 
known, the Nanjing Massacre was blood- 
letting on a scale that would today be quick- 
ly recognized as genocide. The eyewitness 
accounts from Japanese and German allies 
leave no doubt that the Imperial Army 
troops raped, tortured and slaughtered 
tens of thousands of civilians in an orgy of 
violence. And this was no aberration. Three 
years later, the Japanese pursued a policy 
of the “three alls” in the Chinese country- 
side—kill all, burn all, loot all. The kidnap- 
ping of Asian women for use as sex slaves 
and the Mengele-style experiments of the 
notorious Unit 731 confirm that Japanese 
saw their enemies as subhuman. 

This was a modern precursor to the 
horrors of Rwanda, Bosnia and Darfur, yet 
there was never any genocide tribunal to 
force Japanese to recognize the atrocities. 
As a result, it is common in Japan to hear 
or read bare-faced denials. Unlike in Ger- 
many, where Holocaust deniers are 
shunned, in Japan it is just the opposite— 
those who speak the truth, even about the 
crimes they themselves committed, are 


marginalized and threatened. 

In this light, it’s natural that Japan’s 
apologies are not accepted. They are of- 
fered only to the extent that wars always 
bring brutality, which is to be regretted. But 
Japan still sees itself as a victim, rather as 
an aggressor. Apologies not accompanied 
by introspection remain empty words. 

A history textbook that seek to actively 
justify the war as a liberation of Asia from 
Western imperialism may be used in only 
a few Japanese schools, but the mere fact 
of its approval shows that the government 
fears the reaction of right-wing forces if it 
declares that their views are beyond the 
pale. More importantly, this pressure has 
forced the publishers of other mainstream 
textbooks to omit the truth about the war, 
even if they do not actively distort it. 

Indeed, the Japanese government has 
actively prohibited textbooks which ad- 
dress wartime atrocities, how the milita- 
rists came to power or the role of Emperor 
Hirohito. This has produced a collective 
amnesia in which most Japanese find itim- 
possible to comprehend why the rest of Asia 
looks on them with suspicion and hatred. 

Likewise, Mr. Koizumi’s visits to the 
Yasukuni Shrine are abhorrent not only be- 
cause it honors Class-A war criminals, as 
every news story notes. It is also a center of 
the State Shinto ideology, is run by extrem- 
ists and houses a museum that justifies Ja- 
pan’s invasion of Asian countries and 
denies war-time atrocities. These fanatical 
forces also exert a veto over any effort to 
set up amore neutral government-run me- 
morial to war dead. 

So it’s natural that Chinese students 
are emotional, and recycle the history of 
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Amnesia about the war makes it impossible for 
Japanese to see why Asia is suspicious of them. 





atrocities taught in their propaganda les- 
sons to make a different point: The Japa- 
nese still cannot be engaged, and only a 
Chinese government that reflects the will 
of its people, i.e. is more democratic, can 
stand up to them. So it is true that they are 
expressing frustration with their own gov- 
ernment. But this doesn’t mean that their 
anti-Japanese feelings are any less intense. 
If anything they would have greater influ- 
ence under a democratic government. 


What to Do? 


THE DOWNWARD SPIRAL of Sino-Japanese 
relations can still be stopped if both sides 
will pause and consider that this is now, in 
the jargon of political scientists, a “two 
level game”—they are engaging not only 
the other side’s government, but also their 
own public. Japan has a right to become a 
“normal nation,” capable of taking part in 
collective defense. However, it needs to do 
a better job of managing this transition. - 
U.S. efforts to maintain peace and sta- 
bility in Asia will also be hampered if its 
Japanese ally is further marginalized. 
Washington has been badgering Japan to 
play a more active role in defense for de- 
cades. Now that it is getting its wish, it may 
find that this destroys the basis for other 
Asian nations’ acquiescence to the pax 
Americana: The U.S. security umbrella 
over Japan would prevent Tokyo from re- 
arming. Standing with a nationalist Japan 
. could also mean throwing away the chance 
to win on a 15-year gamble the U.S. has 


been making, that economic reform will 
transform China into a democratic country 
well-disposed toward the U.S. 

Japan needs an open debate about 
changes to its constitution and defense pol- 
icies. That may take more time, but setting 
definite limits that the Japanese people can 
agree to will go a long way to reassuring 
those who see the country on a slippery 
slope back to militarism. That will pay se- 
curity dividends in terms of Japan’s ability 
to cooperate with its former enemies. 

Finally, Japan must make a belated ef- 
fort at making sincere apologies to its vic- 
tims, as Germany did. This requires action 
thatis initiated from within ungrudgingly. 
Ideally it should be far-reaching, such as a 
truth and reconciliation commission to 
document the memories of Japan’s crimes 
from both sides while the eyewitnesses are 
still alive. But it might begin with a Willie 
Brandt-style gesture from the prime min- 
ister—going to the scene of the Unit 731 ex- 
periments, taking an interest in the details 
and showing some emotion. 

Until war history inspires public dis- 
cussion within Japan that goes beyond the 
narrow boundaries set by an extremist mi- 
nority, Japan will never be trusted as a full 
partner in maintaining stability in Asia. 
The values that led to the war—racial su- 
periority, cultural exceptionalism and the 
warrior spirit—were never renounced, 
leaving Japan with a brittle shell of pacifi- 
cism that is now crumbling away. If it is to 
avoid alienating Asia, Japan needs to take 
a new look at its genocidal past. = 
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The Burden 
Of Being Japanese 


by Emily Parker 





HEN ANTI-JAPANESE 
demonstrations first 
erupted in China ear- 
lier this month, Prime 
Minister Junichiro 
Koizumi commented that he preferred to 
focus bis attention on enjoying the cherry 
blossoms in a Tokyo park. His noncha- 
lance reflects a widely held belief in Japan 





that economic and political relations with 
China are separate matters, and that this 
storm would blow over with minimal eco- 
nomic cost. 

However, there is recent precedent that 
suggests corporate Japan should not be so 
sanguine. Five years ago the Chinese me- 
dia helped popularize a series of anti-Jap- 
anese campaigns against companies 
selling consumer products in China, hurt- 
ing sales temporarily and denting corpo- 
rate reputations. The parallels with today 
are clear: Chinese newspapers are helping 
to publicize a list of companies which sup- 
posedly supported the right-wing publish- 


er of a history textbook that distorts World 
War II history. Some of these companies, 
like Asahi Breweries and Ajinomoto, are 
now trying to refute the accusation before 
their sales are hurt by planned boycotts. 

The history of Toshiba Corp. suggests 
Japanese companies could be in for atough 
year. In 2000, after an alleged defect in the 
company’s laptops came to light, an anti- 
Japanese media onslaught riled up con- 
sumers, leading to a steep drop in sales in 
the Chinese market. 

The incident originated in the U.S., 
when two laptop users initiated a class-ac- 
tion lawsuit against Toshiba in a district 
court. The suit was based on Toshiba’s al- 
leged mishandling of problems with its 
laptop’s floppy disk control unit that could 
cause the damage to or loss of data. To 
avoid a potentially massive court judg- 
ment, Toshiba finalized a settlement with 





=~ Ms. Parker is an editorial page writer at The 
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these American users in October of 1999, 
compensating each with coupons for the 
purchase of Toshiba products. 

Problems arose when Toshiba did not 
offer a similar settlement to Chinese con- 
sumers, On May 8, 2000, a Beijing-based 
Web site received a report of the settle- 
ment from a U.S consumer, and posted it. 
Toshiba offered to supply Chinese custom- 
ers with free software patches in order to 
fix the flaw, but declined to offer any mon- 
etary compensation. 

On May 14, Lin Xiaobing of Toshiba 
China’s Beijing office told the Beijing 
Youth Daily that the compensation was 
not part of a global settlement, but rather 
was particular to the dispute with U.S. 
consumers. Japanese owners of Toshiba 
notebooks were equally ineligible for com- 
pensation. Mr. Lin explained that accord- 
ing to U.S. law, if there is a possibility of 
loss to consumers, the manufacturer will 
most likely bear responsibility. Chinese 
law, however, does not contain a similar 
explicit stipulation. 

While many Chinese remained uncon- 
vinced by Toshiba’s claims, it was never- 
theless difficult to make the case that 
Toshiba had legally violated their rights, 
and most of the criticism of the company 
was based on “moral grounds.” 

The Internet played a big role in the 
anti-Toshiba campaigns. In reaction to the 
news of the settlement, a hacker by the 
name of Miss Assassin infiltrated Toshi- 
ba’s Chinese website and left behind the 
message: “Annihilate the Japanese devils! 
Hang their Chinese collaborators!” Hun- 
dreds of messages supporting the hacker 
were posted on the Web. China’s popular 








Web site sina.com displayed further rep- 
resentative remarks: 


Japanese have killed Chinese and sto- 
len our wealth, from the raids of the 
dwarf pirates in the 14th century until 
the present day. Chinese should hit 
back against Japanese who are with- 
out shame and regret and boycott 
their products. 


A prominent e-commerce company 
known as Sparkice posted a message on its 
Web site referring to the war with Japan 
in the 1930s and 1940s. The message said: 
“Some people are accustomed to forget 
history and so it is necessary for us to re- 
mind Toshiba.” Sparkice pledged not to 
sell any more of the company’s products. 

Following the incident, Toshiba 
dropped from its position as No. 1 laptop 
supplier in China to No. 3, after Legend 
and IBM, and its market share dropped to 
15% from 19% in the second quarter of 
2000. In July 2002, a manager at Toshiba 
told me: 


From the Chinese psychological per- 
spective, there is an antipathy toward 
the Japanese. The Chinese have very 
different attitudes toward the Japa- 
nese and toward Americans. The Chi- 
nese always seem to admire Americans. 
As for Sino-Japanese relations, the 
war issue is always present. This is the 
context in which we are conducting 
business activities with China.... When 
the notebook computer incident oc- 
curred, it had a strong negative effect 
on Toshiba’s sales. We have had to 
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make a huge effort to improve our rep- 

utation. Before that incident, we had 

never had a single quality problem in 

China. Not one. In spite of that, this 

trouble occurred and brought up these 

issues of Chinese pride. 

After the incident, Toshiba continued 
trying to explain to Chinese consumers 
the reasons why they were being treated 
differently. In 2001, Nobumasa Hirata, 
chairman of the board of Toshiba China, 
took part in more than 50 interviews and 
press conferences, meeting with more 
than 1,000 media representatives. When 
asked about these extensive efforts, Mr. 
Hirata explained that Japan has had to 
tread especially lightly in China to win the 
hearts of the Chinese consumers: “Who- 
ever deals with China, coming from our 
country, first has this burden of the inter- 
pretation of the [Great Pacific] War be- 
tween our two countries, and that means 
one has to deal with the sentiments of the 
Chinese people.” 

Public rage over the Toshiba incident 
affected other companies—soon Mitsubi- 


shi Motors found itself in the same unfor- 


tunate position. On February 9, 2001, the 
Chinese government imposed a ban on 
two models of a popular Mitsubishi vehi- 
cle, the Pajero, after drivers in Ningxia and 
Yunnan Provinces reported brake failures. 
Despite the fact that both Toshiba and 
Mitsubishi previously enjoyed a good rep- 
utation in China, the media was quick to 
group the two incidents together to make 
an umbrella statement about Japanese 
companies. The People’s Daily wrote in 
reference to the Mitsubishi incident: “The 
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mark, ‘Made in Japan, once seen as some- 
thing ‘perfect in quality, was first marred 
by the Toshiba notebook event, and now it 
has left a bad impression in the hearts of 
Chinese customers.” 

Chinese Web sites also targeted Japan 
Airlines on charges of “anti-Chinese dis- 
crimination” after Chinese passengers 
claimed they were maltreated during a 
forced layover in Osaka in January 2000. 

Around the same period, Matsushita 
Electric Industrial got into trouble. On Au- 
gust 31, 2000, the Chinese government 
banned a Matsushita plant from selling its 
mobile phones in China for a full year be- 
cause its phone software displayed the ab- 
breviation, Roc (an acronym for the 
Republic of China) when calling Taiwan. 
Matsushita claimed that this was an inad- 
vertent mistake, and recalled the four 
models of telephones with the offending 
software. The company published apolo- 
gies in the People’s Daily and 29 other 
newspapers. This contrition did not con- 
vince the government to remove the ban, 
however. 

Prior to this incident, the company 
could legitimately claim to be an “old 
friend” of China. It was one of the first big 
Japanese companies to invest in China; its 
founder met with Deng Xiaoping in the 
1970s and promised to help develop the 
China’s electronics industry. Furthermore, 
when many foreign companies withdrew 
after the Tiananmen Square massacre in 
June 1989, Matsushita remained, allowing 
the government to use its tube plant as a 
symbol of continued foreign investment. 
Matsushita was hardly the only foreign 
company to accidentally wade into the 


ra FAR EASTERN ECONOMIC REVIEW c= April 2005 Į 





d] 





aera 


Matsushita’s repeated apologies for its mistake were 
not enough to convince the Chinese government. 





Taiwan minefield, but the incident was ex- 
acerbated by Sino-Japanese tensions. A 
Japanese businessman commented: 


Of course Beijing imposed the ban be- 
cause it was a Japanese company. Mo- 
bile phones made by other companies 
also use ROC, Taiwan or Hong Kong, 
which the government could also con- 
sider offensive because they do not in- 
clude the word China. 


The timing of the punishment, around 
the anniversary of Japan’s World War II 
surrender and just after a month of media 
coverage of Japanese war crimes, al- 
so aroused suspicion. Wang Zhile of the 
International Trade Institute of Foreign 
Trade and Economic Cooperation said: 


It was discovered later that Matsush- 
ita was not the only company that 
committed the mistake. The vast ma- 
jority of cell phones using the global 
system for mobile communications 
[asm] had the same problem. 


While Toshiba’s laptop sales took a 
sharp plunge, according to a Toshiba 
spokesperson, things were back to normal 
several months later. But the lingering ef- 
fects are harder to gauge. The incident 
contributed to a snowball effect of Chinése 
media attacks aimed at Japanese compa- 
nies in general, furthering Chinese con- 
sumers’ negative impression of Japanese 
products. 
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According to a survey conducted there- 
after by Beijing Meilande Information, 
more than half of those questioned felt 
that those incidents affected their deci- 
sions to buy Japanese products. Of those 
surveyed, 76% said they were either “dis- 
satisfied” or “very dissatisfied” with Ja- 
pan’s attitude as well as Japan’s responses 
to these occurrences. 

In 2002, I conducted extensive inter- 
views in Tokyo with managers of major 
Japanese companies, prominent Japanese 
business lobbyists and academics. When 
asked about the current state of Sino-J: ap- 
anese business relations, they all summed 
up the political tensions as kanjo no mon- 
dai—a problem of emotions.’ And most 
were confident that these problems would 
not bleed into the economic sphere. 

Later I conducted similar interviews 
with several Chinese students at Harvard 
Business School. Some of these students, 
bringing up the usual angry complaints of 
Japan’s failure to address history, balked 
at the idea of working for a Japanese cor- 
poration. If the so-called problem of emo- 
tions could cost Japanese companies the 
services of such well-educated potential 
employees, it could certainly cost them in 
many other ways. Unlike the Japanese, the 
Chinese don’t draw a clear distinction be- 
tween politics and business. While no for- 
eign company is completely safe from the 
fury of Chinese nationalism, in the crowd- 
ed and competitive Chinese marketplace 
Japanese companies have an extra burden 
to bear. ti 
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The Myth of 
Asian Equities 


by Joe Studwell 


“oe 


EN YEARS AFTER publi- 
cation of the American 
economist Paul Krug- 
man’s seminal decon- 
‘struction of Asia, “The 
Myth of Asia’s Miracle,” there is solid evi- 
dence the region is home to a second great 
economic fallacy—the myth of Asia’s 
emerging capital markets. Not only have 
stock markets in Asia delivered poor re- 





turns over nearly two decades, they have 
underperformed the developed world’s 
markets and grossly underperformed their 
peers in the less-touted developing regions 
of Eastern Europe and Latin America. 
The numbers speak for themselves. In 
the 17 years since the benchmark msc in- 
dices were set up for most emerging mar- 
kets, the only Asian bourse to produce total 
U.S. dollar returns (cumulative returns 
with dividends reinvested) ahead of the 
world average is Hong Kong. Since 1988 
most Asian markets produced gains far be- 
low what one would have earned by leaving 


dollars in a time deposit with a U.S. bank. 

From the start of 1993—when there was 
ashort-lived bull run on many Asian bours- 
es—performance has been even worse. Over 
the 12 years to the end of 2004, four Asian 
markets—China, the Philippines, Thailand 
and Indonesia—actually destroyed invest- 
ment capital, even taking dividends into ac- 
count. Only Hong Kong and India beat the 
return on dollars left in an American bank. 
An average 73% gain in non-Japan Asia in 
the period compared with 213% in the Unit- 
ed Kingdom, 251% in the U.S., 250% in Lat- 
in America and 385% across Eastern Europe 
and the Middle East. In sum, Asia has been 
the investment place not to be. 

This is far from intuitive. Asia has high 
growth rates, makes many of the manufac- 
tured goods we see in the stores of rich 





=o Mr. Studwell is the editor-in-chief of the Chi- 
na Economic Quarterly (www.theceg.com) and 
author of The China Dream. His next book, a 
modern economic history of Southeast Asia and 
Hong Kong, will be published in 2006. 
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countries, and has large and youthful pop- 
ulations that ought to translate into potent 
consumption trends. So why does Asia suck 
as an equity investment proposition? 
There are three main reasons. The first 
is the curse, paradoxically, of high savings 
rates. When salesmen describe the attrac- 
tions of Asian equities, they point to the 
region’s world-beating stock of accumu- 
lated personal savings—equivalent in some 
countries to an average 40% of personal 
disposable income. The idea is that these 


savings will be unlocked and all manner - 


of profitable business will ensue. But this 
is a fantasy. 

From a demand perspective, high sav- 
ings rates exist in Asia because domestic 
consumption is weak, because people do 
not spend money. From a supply perspec- 
tive they are also a function of low dispos- 
able incomes and weak welfare systems. 
Moreover, there are structural and cultur- 
al reasons why this is likely to remain the 
case. Asians put their money in banks, 
which is the opposite of what an equity in- 
vestor would want. Banks become over- 
liquid, capital too abundant, long-term 
real interest rates fall close to zero, and 
centralized, self-important governments 
encourage and confuse over-investment 
(all those skyscrapers) with profitable de- 
velopment. Returns go down the tubes. 

An equity investor, as the evidence on 
long-term returns shows, is better off in 
markets where money is tighter and busi- 
nessmen are forced to seek higher returns. 
As Jonathan Anderson, chief Asia Pacific 
economist at investment bank uss, puts it: 
“I just can’t see a reason why you would 
want to invest here when you have some- 


thing like Latin America, which is under- 
banked, even though growth may be 
lower.” 

Which leads to the second Asian curse, 
that of high growth. Again, the financial 
advisor recommends Asian stocks because 
of the region’s world-beating growth rates. 
But once more a superficially attractive ar- 
gument proves perverse. Asia’s high growth 
rates are driven by investment, whereas a 
stock buyer wants to see growth that re- 
sults from productivity gains—more com- 
ing out for every dollar that goes in—which 
translates into increased profits. Mr. Krug- 
man’s debunking of the Asian “miracle” 
employed a form of analysis called growth 
accounting to show that in Asia most eco- 
nomic expansion comes from spending 
money, (easy when banks are awash with 
savings), and adding other factors like in- 
creased labor participation. 

More recently, researchers at London 
Business School demonstrated something 
that would be no surprise to Krugman: 
that the best historic stock market returns 
have been totally uncorrelated to national 
growth rates; indeed the relationship ap- 
pears to be an inverse one. Put simply, 
growth and profits—the latter being what 
drives share performance—have nothing 
to do with each other. When it comes to 
Asian mutual funds, however, investors 
miss this point. Jonathan Compton, a long- 
time Asian equity specialist and managing 
director of Bedlam Asset Management, 
observes: “People are still buying them 
[Asian funds] because they are operating 
on the model that high growth equals high 
returns.” 

The worst offender in this context is 
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China, whose total return MscI index has 
gone down by two-thirds since 1992 despite 
the country posting an average growth rate 
close to 10%. China is a reminder of the 
false dynamism that characterizes much of 
the Asian region. Real global competitive- 
ness is all too often restricted to export 
manufacturing where much of the profit is 
captured by brand- and technology-owners 
and final distributors in the U.S., Japan and 
Europe. Domestic economies by contrast, 
particularly in Southeast Asia, are closely 
regulated carve-ups whose efficiencies only 
impress by comparison with the previous 
rentier models of the colonial era. 

This is apparent in two ways. The first 
is the manner in which the Asian financial 
crisis put so few of the region’s dominant 
conglomerates out of business. In countries 
like Indonesia and Thailand all the usual 
“tycoon” suspects are still in business, al- 
beit some of them in a weakened condition: 
Looked at another way, the Asian crisis sig- 
nally failed to throw up (or let through) a 
new generation of entrepreneurs. As Chris- 
topher Wood, author of Asia’s best-known 
weekly markets commentary, Greed & Fear, 

- puts it: “A genuine, valid criticism since the 
crisis is that you are not getting new busi- 
nessmen and companies emerging. It’s not 
that dynamic.” 

The third Asian equity problem—and 


the only mundanely obvious one—is that - 


minority shareholders are regularly ripped 
off. In the wake of the financial crisis the 
World Bank, an institution that had done 
more than most to talk up Asia in the 
1990s, commissioned the Chinese Univer- 
sity of Hong Kong to conduct a large-scale 
study of shareholder expropriation in Asia. 
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ASIAN BOURSES UNDERPERFORM 
U.S. dollar returns for selected markets 





SOURCE: MORGAN STANLEY CAPITAL INTERNATIONAL 


The results—which used pre-crisis data 
for more than 2,000 public companies— 
can be summarized as follows: Across 
Asia’s nine leading economies, including 
Japan, the eight largest conglomerates ex- 
ercise effective control over a quarter of 
all listed companies, while the top 22 con-. 
glomerates control one-third of listed ve- 
hicles. Influence is exercised through a 
mechanism known as “pyramiding” that 
delivers a level of control far in excess of 
equity ownership. It is simple mathemat- 
ics. If a conglomerate owns 50% of com- 
pany X, which owns 40% of company Y, 
which owns 30% of company Z, then the 
conglomerate has 6% ownership rights in 
company Z but 30% voting rights—enough 
to call the shots. This is the basic web 
structure of Asian business. 

By measuring dividend payouts, which 
are made to all shareholders on a pro-rata 
basis, researchers showed that minority 
investors are most systematically expro- 
priated at the bottom of pyramids—usu- 
ally at a level of 10% to 20% ownership 
where a conglomerate’s influence is not 
widely noted but where it still manages to 
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China’s negative returns are a reminder of the false 
dynamism that characterizes the Asian region. 





exercise control. These distant satellites in 
Asian corporate families are used to pro- 
vide cash to and take risk away from their 
ultimate parents in a manner that is dia- 
metrically opposed to the interests of mi- 
nority investors. The mechanism is often 
an unequal intragroup joint venture for a 
new investment project in which the “less- 
owned” partner is forced into a raw deal. 
As the American Economic Review de- 
clared in 2001: “We document that the 
problems of East Asian corporate gover- 
nance are, if anything, more severe and in- 
tractable than suggested by commentators 
at the height of the financial crisis.” 

So will things get better? Optimists 
point to two things: improved aggregate 
dividend payouts since the crisis and great- 
er transparency among public companies. 
Both are undeniable. Among 715 Asian 
stocks tracked by cLsa Asia-Pacific Mar- 
kets, 88% will pay a dividend this year, 
while the total payout has risen by more 
than 20% a year since the nadir of 1998. On 
the corporate governance front, South Ko- 
rean companies now produce consolidated 
financial reports, insider trading is at last 
acriminal offence in Hong Kong, and many 
new reporting requirements have been in- 
troduced in Southeast Asian markets— 
leading to what David Webb, Hong Kong’s 
best-known activist on corporate gover- 
nance, calls “slightly better disclosures.” 

These signs of change, however, palein 
comparison with the bigger Asian picture. 
The region’s efficiency is defined in terms 
of (ultimately foreign-controlled) manu- 


facturing exports, with more and more of 
the activity consolidating in China. The 
equity investor is often best-advised to 
share in profits, not in Asia, but at the point 
of final consumption—through a company 
like Wal-Mart, for instance, that spends 
$15 billion a year sourcing in China alone. 
And while over-invested domestic econo- 
mies drive down margins within Asia, 
they also create profitable investment op- 
portunities during cyclical import booms 
in developed country stocks. Commodities 
exporters like Bxp Billiton and Rio Tinto 
have been prime beneficiaries of Chinese 
demand in the past couple of years, even 
as China’s own stock markets languish at 
six-year lows. 

This does not mean there are no oppor- 
tunities in Asia. Mr. Webb made enough 
money to retire early in comfort by playing 
small-cap stocks in Hong Kong. But he did 
so with local knowledge and acute atten- 
tion to detail that is not present in the av- 
erage mutual fund, and he also traded in 
and out of the market. That is not the same 
as the long-term investment proposition 
offered by U.S. and U.K. stock markets that 
have beaten returns on bank deposits and 
bonds throughout the course of the past 
century. And that, in turn, is why the 
promise of Asian investment funds to do 
the same or better is built squarely on the 
myth of Asia’s emerging capital markets. 
As Mr. Wood observed in the gloom of the 
immediate post-crisis fall-out in Asia: 
“There was only one real emerging market 
in the 1990s—the United States.” FI 
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Why Asia’s Bird Flu 
Plans Are Grounded 


by Colum Murphy 





HE TICK-TOCK OF the 
bird flu time bomb got a 
little louder in recent 
weeks—and not only 
from a scientific stand- 
point. International organizations are 
finding it increasingly difficult to convince 
donors to fund highly pathogenic avian in- 





fluenza (HPAI) prevention. Moreover, the 
Association of Southeast Asian Nations’ 
expanding role in fighting bird flu threat- 
ens to make the financing and leading of a 
concerted region-wide effort even more 
problematic. 

On April 7, an 8-year-old girl from 
Cambodia’s Kampot province became the 
third person in that country to die from 
the disease, bringing the combined total 
deaths in Vietnam, Thailand and Cambo- 
dia to 51, out of a total of 88 reported cases, 
since records for the latest outbreak began 
in December 2003. 

Fortunately, there is no hard evidence 
to date of any human-to-human transmis- 


sion of the disease. But as the number of 
cases increases, the chances of the virus 
acquiring the ability to jump from one per- 
son to another also increase, a develop- 
ment which could trigger a global flu pan- 
demic with millions of deaths. In 2004, 
Oxford Economic Forecasting, a company 
that specializes in macro scenario fore- 
casting, put the potential impact of an avi- 
an flu pandemic on Asian economies at $50 
billion to $60 billion, even assuming the 
disease runs its course relatively quickly. 
Given this alarming prognosis, it’s hard 
to understand why Samuel Jutzi, director 
of animal production and health of the 
United Nations Food and Agriculture Or- 
ganization (Fao), is having such a hard 
time convincing international donors to 
fork out a modest $100 million needed to 
fund an Asia-focused initiative to combat 
the disease. FAO, together with the Paris- 
based World Organization for Animal 
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Health (18), originally made the appeal in 
February at a meeting in Ho Chi Minh of 
veterinary experts from 28 countries. 

One of the outcomes of that meeting, the 
Ho Chi Minh Declaration on Investments, 
confirmed much of what had already be- 
come common knowledge: HPAI viruses are 
endemic in several countries in Asia; erad- 
ication is not feasible in the short term; and 
the region’s animal-health diagnostic and 
epidemiology networks are “incipient and 
lack sufficient depth, resources and conti- 
nuity to ensure timely and transparent de- 
tection, diagnosis and reporting.” 

The declaration called for $100 million 
to be spent over three years to address some 
of these chronic deficiencies. However, the 
amount does not include monies needed to 
finance mass vaccinations of chickens, 
compensation costs that might arise for the 
restocking of poultry farms, and the huge 
costs that would be incurred, should the 
need arise to completely overhaul or re- 
structure the poultry farming sector of 
countries hit by a severe outbreak. Factor 
these considerations in, and the investment 
needed runs to “several hundred millions 
of dollars,” the organizations estimate. 

In the two months since Ho Chi Minh, 
the response from the international donor 
community to the funding appeal has been 
muted to say the least. Germany has pledged 
€5 million, a figure Mr. Jutzi expects the EU 
to match, and Japan another $1 million. 

The Asian Development Bank plans to 
reallocate resources that were originally 
mobilized for Severe Acute Respiratory 
Syndrome (Sars), including $500,000 re- 
cently received from Taiwan. Total ADB 
funds currently available for avian flu-re- 


lated projects come to around $900,000. 
Previously, the bank allocated just 
$187,000—half to Cambodia, with Laos and 
Vietnam getting less than $50,000 each. 

The shortfall in bird flu contributions is 
in sharp contrast to funding for tsunami re- 
lief, where international organizations 
raised $5.8 billion in pledges from govern- 
ments. In April, the ADB announced a $300 
million grant to rebuild tsunami-affected 
areas of Indonesia—its biggest ever. 

While a natural disaster and a potential 
pandemic are two different situations, this 
lopsided picture does merit the question: 
Why is there such apathy about preventing 
avian influenza? Remarkably, this poten- 
tially devastating disease appears to have 
quickly fallen off the world’s radar screen. 

Wealthy governments are, how- 
ever, spending millions to prepare by 
stockpiling antiviral drugs such as Tami- 
flu, which is effective against certain cur- 
rent strains of avian influenza. Hong Kong 
has already ordered 20 million capsules, 
enough for 30% of the territory’s popula- 
tion, and is planning to order 16 million 
more tablets, costing an additional $32 
million. Yet stockpiling is not only expen- 
sive, it could be ineffective—since there is 
no way of predicting how the virus might 
evolve, the drugs might not be effective 
when a pandemic materializes. 

As the current locus of bird flu in Asia, 
Vietnam has become a hotbed of foreign 
companies spending considerable amounts 
of money in the hope of being the first to 
isolate any new strain of virus, which 
would allow them to dash back to their 


. home country to produce a vaccine. It’s not 


hard to figure out why spending money on 
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these activities is more attractive than 
pumping cash into educating farmers 
about safe animal husbandry. As Pak-yin 
Leung, controller for Hong Kong’s Centre 
for Health Protection, puts it: “If a pan- 
demic strikes the whole economy in Asia, 
then the people who have the vaccine are 
going to be able to recover economically 
more quickly.” 

But the best ways to prevent the spread 
of the disease are more prosaic: making 
fundamental changes in animal husband- 
ry and marketing practices; educating 
people how to identify and report suspect- 
ed outbreaks; establishing laboratories 
that can analyze and diagnose new strains 
of viruses. 

For example, it should be relatively 
easy to contain a recent outbreak of bird 
flu in North Korea according to Guo Feng- 
sheng, a Chinese Ministry of Health offi- 
cial now part of the rao team sent to 
Pyongyang to provide technical assis- 
tance. Mr. Guo says a shortage of grain in 
North Korea means that backyard farming 
is limited. “If they can do the diagnoses on 
time, then [avian flu] can be easily con- 
trolled,” he says, adding that the problem 
is North Korea’s “really poor conditions” 
for diagnosis, as well as inadequate bios- 
ecurity levels in its laboratories, making 
for a difficult working environment. (In 
April, North Korea appealed for interna- 
tional assistance to fight the virus.) 

Addressing avian flu-related problems 
in other Asian countries may not be so 
straightforward (or cheap). The Fao esti- 
mates that there is somewhere between 25 
million and 40 million backyard poultry 
farmers in Cambodia, Indonesia, Laos, 


Thailand and Vietnam alone. In China, 
70% to 80% of the country’s poultry popu- 
lation, which the World Health Organiza- 
tion puts at 14 billion, is reared in backyard 
conditions. Assuming the owners of these 
small farms are capable of identifying out- 
breaks in the first place, they have few in- 
centives, and many disincentives, to report 
them. As things stand, even if farmers did 
report, many of the poorer Asian nations 
like Cambodia and Laos simply don’t have 
the skills or the facilities to diagnose bird 
flu. Others, such as Vietnam and Indone- 
sia, may have adequate laboratories at the 
national level, but beyond the capital cities 
proper lab facilities are nonexistent. 

It is not surprising that countries are 
forced to do whatever they can to stamp 
out the virus—even if that includes poten- 
tially harmful methods, such as improper 
use of vaccines in chickens. China has yet 
to report an outbreak of bird flu this year, 
something analysts attribute to its use of 
vaccines since 1997. By one estimate, 20% 
of the chickens are vaccinated there. Oth- 
ers, are not so convinced by China’s out- 
break-free record, and say insufficient 
reporting and use of fake vaccines means 
that it could one day emerge as the epicen- 
ter of an outbreak. 

Despite the enormity of the challenges 
ahead, Mr. Jutzi of the rao is still confident 
that—given the proper funding—progress 
can be achieved. “The technical tools are 
available,” he says. “The question is wheth- 
er there is the political will to put resourc- 
es behind them.” 

To ensure greater political support, Mr. 
Jutzi says the Fao and other international 
organizations concerned with bird flu made 
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It remains to be seen if Asean’s expanded 
bird flu role will make things better or worse. 





the decision last year to move closer to re- 
gional political bodies “no matter how weak 
they might be.” For most Asian countries 
affected by avian flu, that role will be filled 
by the Association of Southeast Asian Na- 
tions, with participation ofits “Plus Three” 
friends China, Japan and South Korea. 

Yet it remains to be seen whether Asean 
will make things better or worse. First, 
there is the recent political wrangling over 
the issue of Burma and its scheduled chair- 
manship of the association in 2006. Both 
the European Union and the U.S. have 
threatened to boycott meetings hosted by 
Rangoon. Any cooling of relationships be- 
tween Asean and leading donor nations 
could have a negative impact on funding 
for regional initiatives such as bird-flu pre- 
vention. 

In addition, the Burma issue illumi- 
nates an underlying principle of most 
Asean interactions to date, namely, an 
aversion to meddling in fellow members’ 
internal affairs. Yet in any effective cam- 
paign against bird flu, toes will need to be 
stepped on from time to time if the job is 
to get done. Add to this the association’s 
previous record of caving in to member 
states, e.g. when Malaysia delayed free- 
trade arrangements by protecting its do- 
mestic auto industry. 

Politics aside, of greater long-term con- 
cern is Asean’s limited experience in 
spearheading regional initiatives against 
infectious diseases. SARS spurred the 
Asean Plus Three health ministers to de- 


velop a regional action plan that later be- 
came the Emerging Infectious Diseases 
(EID) Program, formally adopted in Pen- 
ang last year. Yet while the program hits 
all the right points—improving the region’s 
laboratories, epidemiology surveillance 
and information networking—it is hope- 
lessly underfunded, operating with finan- 
cial support from Australia of around 
$500,000. Other Asean initiatives in the 
field include the HpaI Task Force. Set up 
under Asean nations’ ministries of agricul- 
ture and forestry, it only had its first meet- 
ing in late December of 2004. 

Moe Thuzar, assistant director of 
Asean’s Human Development Unit, says 
EID is “like a start up,” and points to more 
far-reaching plans in Asean’s bird flu pipe- 
line. These include a ministerial agree- 
ment allowing the deployment of 
multinational “outbreak response teams” 
that would form in time of need to combat 
outbreaks of infectious and communicable 
diseases. But this initiative is primarily re- 
active rather than preventative. 

One might look to the “Plus Three” for 
leadership. China, no doubt aspires to take 
on a greater role in leading regional initia- 
tives, including a regional bird-flu eradica- 
tion program. But realistically, Japan is 
the one country with the technical exper- 
tise as well as financial clout to achieve re- 
sults. But recent anti-Japan protests just 
add to Asia’s bird flu woes since the chanc- 
es of any Tokyo-led initiative being 
launched are slim—at least for now. Ml 
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Kyrgyzstan’s Tenuous 
Hold on Democracy 


by Anara Tabyshalieva 





YRGYZSTAN’S MARCH 24 
Tulip Revolution may 
have drawn its inspira- 
tion from the popular 
movements which top- 
pled authoritarian regimes in Georgia and 
Ukraine. But the challenges the Central 
Asian country will have to overcome if de- 





mocracy is to thrive are even far more for- 
midable than in those nations. 

Most immediately, the fate of the pro- 
Akayev parliament remains unclear. The 
rigged elections for this body were one of 
the triggers for the revolution, but after 
the resignation of President Askar Akayev 
the parliament was the only legitimate in- 
stitution which could approve opposition 
leader Kurmanbek Bakiyev as acting pres- 
ident and prime minister. But the majority 
of new members of parliament are mem- 
bers of Mr. Akayev’s patronage network, 
and some of them owe their election to 
fraud or government intimidation. 

Problems left unresolved by the previ- 


ous administration also quickly surfaced, 
probably exacerbated by the actions of 
those who lost power. Practically over- 
night, thousands of landless people from 
provinces and underpaid state workers 
who hoped to get land plots moved to the 
capital Bishkek. For some time to come the 
city infrastructure will be strained by the 
vast number of internal migrants. This is 
largely the result of the previous adminis- 
tration’s abuse of city planning to allot the 
best lands to its cronies for construction of 
elite housing. 

Since independence and the end of the 
Soviet-era residence permit scheme 15 
years ago, Kyrgyz youths have been mi- 
grating from the villages to large cities 
looking for better employment, building 
squatters camps on the outskirts. Recent 
land reform has exacerbated economic 
problems in the densely populated south 
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due to a shortage of land and employment 
opportunities. A quarter of the able-bodied 
population has moved to Russia, mostly to 
Siberia, demonstrating their discontent 
with their government’s economic policy. 

Local intelligence sources claim that 
supporters ofthe Akayev family are behind 
the cases of looting, mass illegal seizure of 
lands and other destabilizing actions that 
have erupted since President Akayev’s 
downfall. And journalists at opposition 
newspapers accuse the new authorities of 
being too slow to attack the previous re- 
gime’s patronage network, which probably 
has links with criminal organizations. 

After the euphoria of the easy victoryin 
the first days, the new authorities realized 
that the Akayev patronage network in- 
volved a significant number of officials and 
business structures operating both in the 
formal and underground economies. Some 
are now selling off assets and moving mon- 
ey out of the country. The acting finance 
minister reports that the illegal financial 
flows could be as high as $1 million to $1.2 
million per month. The new administra- 
tion believes that if corrupt financial flows 
are curbed, the state budget could double. 

The most serious problem is the small 
country’s huge external debts. The former 
president never gave an account of credits, 
loans and grants received. Now external 
debt is almost $2 billion dollars, represent- 
ing close to 90% of GDP. On March 11, the 
Paris Club creditors canceled $124 million 
due on loans and credits and rescheduled 
a further $431 million. Even so, the new 
leadership needs a convincing program for 
economic recovery in a country where GDP 
per capita is only $330 per annum. 


oo KYRGYZSTAN ca 


__I 





In Kyrgyzstan, in contrast to Georgia 
and Ukraine, the opposition is not well or- 
ganized and is not grouped around one 
charismatic leader. In addition, the people 
who have come to power are not wealthy, 
and most of them are former colleagues of 
the ousted president. Moreover, external 
forces did not financially support the Kyr- 
gyz revolution. 

There is a serious danger that the oppo- 
sition forces will fragment and begin to 
fight among themselves for power. In Feb- 
ruary and March, they miraculously united 
to issue a joint manifesto and established a 
Web site of the united coalition, requesting 
the resignation of President Akayev. Today, 
however, this unity is in the past. Rival 
camps are preparing campaigns for the 
new presidential elections set for July 10. 

Among the leading candidates are act- 
ing President Bakiyev, parliament mem- 
ber Adakhan Madumarov, and the leader 
of Social Democratic Party and business- 
man Almaz Atambaev. In principle all of 
them are committed to resuming the pol- 
icy of economic and political liberaliza- 
tion. But the geographical and political 
splits between the south and north of the 
country mean that it is unlikely one candi- 
date will gain significant support from 
both, and so the winner will lack a strong 
mandate uniting the country. 

Several opposition leaders, including 
Almaz Atambaev and Feliks Kulov, believe 
that given public disillusionment with the 
presidential system, the country should 
change its political system to a parliamen- 
tary republic. While the new candidates 
call for thorough reforms, it is still not 
clear how they would combat entrenched 
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corruption. In an atmosphere of popular 
anger about bribery and nepotism, Mr. Ba- 
kiyev faces criticism for appointing offi- 
cials who worked under the tarnished old 
system. However, Mr. Bakiyev’s appoint- 
ment of some popular old opposition fig- 
ures—Deputy Prime Minister Daniar 
Usenov and Minister of Labor and Social 
Protection Alevtina Pronenko—supported 
his image as a liberal leader. 

Many reports present the major rift in 
the country as being between the north and 
the south, but the situation is more compli- 
cated than that. In the post-Akayev era, the 
competition between two to three political 
leaders from the South—both Mr. Bakiyev 
and Mr. Tekebaev come from Jalalabad, 
while Mr. Madumarov comes from Osh 
province—means that it is unlikely that 
they will come together. In addition, there 
are several alliances of mixed Northern and 
Southern leaders that form party of a frag- 
mented landscape that is home to over for- 
ty different political parties. 

One of the most prominent potential 
candidates is Feliks Kulov, 57, a former 
minister of national security and a leader 
of the Ar Namys (Dignity) Party popular 
in the North. After daring to run for pres- 
ident in 2000, he was the victim of a po- 
litically motivated prosecution for 
embezzlement and sentenced to 10 years 
in jail. But in April the Supreme Court 
cleared the way for Mr. Kulov to run again 
by overturning the conviction. 

In the public’s eyes Mr. Kulov is a mar- 
tyr of the revolution and also the man who 
helped restore order in the first nights of 
revolution when criminal gangs looted 
stores in the capital. According to local 
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polls, Mr. Kulov has pulled ahead of Mr. 
Bakiyev, but being from the north like Mr. 
Akayev he can only win election if he 
teams up with southern leaders. 

Hopes for a liberal government have 
been dashed before. Consider that the 
Democratic Movement of Kyrgyzstan sup- 
ported Mr. Akayev, a gifted physicist, 
when he won the presidency in October 
1990. In the first years of his tenure, he 
promoted progressive reforms to spur 


‘transition to a market economy and built 


civil society in the former Soviet republic. 
Distinguished for being the most liberal 
country among its Central Asian neigh- 
bors, Kyrgyzstan was the first among the 
former Soviet republics to enter wTO and 
to launch land privatization. 

But whereas 10 years ago Kyrgyzstan 
was “an island of democracy” in Central 
Asia, in the last five years it was more ap- 
propriate to describe it as a sinking island. 
In 2000, President Akayev was elected to 
his third term, even though the constitu- 
tion specifies a two-term limit, a move 
made possible by a Constitutional Court 
ruling that Mr. Akayev could serve be- 
cause he had been elected to his first term 
under the Soviet-era constitution. 

With parliamentary elections in Febru- 
ary and presidential elections in October 
offering the chance for new political lead- 
ership, 2005 was already set to be a crucial 
year for the course of democratic Kyrgyz- 
stan—especially since Mr. Akayev had 
promised not to run for the president. 
However, February’s parliamentary elec- 
tions in the Kyrgyz Republic fell short of 
commitments made to the Organization 
for Security and Cooperation in Europe. 
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Given the size of the challenges Kyrgyzstan faces, 


external help is needed to consolidate democracy. 





Highly flawed and marred by serious ir- 
regularities, the election to the 75-seat 
parliament resulted in two-thirds of the 
seats going to pro-Akayev deputies. 

The last straw was the election of Mr. 
Akayev’s 29-year-old son and 32-year-old 
daughter, executives and business people 
involved in the patronage network. Both 
were nominated as members of the new 
Alga Kyrgyzstan (Forward Kyrgyzstan) 
Party, which was organized by the presi- 
dent’s daughter and is similar to the Ka- 
zakhstan’s Asar Party and Russia’s United 
Russia Party. 

In the end it was people’s pent-up frus- 
tration with rampant corruption and in- 
creasing economic hardship that led to the 
revolution. Anticorruption campaigns ini- 
tiated by the Akayev administration were 
used as a political tools to attack any op- 
ponents that dared mount a serious chal- 
lenge, as well as for punishing “disloyal” 
businessmen. Many former allies of the 
president disapproved of the steady con- 
centration of political and economic pow- 
er in the Akayev Family and joined with 
opposition forces. The business commu- 
nity was especially unhappy about the 
control of the president’s son and son-in- 
law over economic life. 

The March revolution in Kyrgyzstan is 
sending shock waves through the neigh- 
boring former Soviet states, which are 
viewed as more illiberal than Kyrgyzstan 
before the Tulip Revolution. The transi- 
tion naturally alarmed the current politi- 
cal leaderships—largely unchanged in the 


15 years since the dissolution of the former 
Soviet Union—and energized opposition 
forces in the Central Asian neighborhood. 
The first reaction of many of Kyrgyzstan’s 
neighbors was to close the borders and 
halt the contagion. The governments in 
both Tajikistan and Uzbekistan took steps 
to tighten control over media, and in Ka- 
zakhstan, the president signed a new de- 
cree to combat corruption. Tajik authorities 
have stepped up monitoring of public 
meetings of foreign forces with Tajiki- 
stan’s parties, public associations and the 
media. Nevertheless, the regional Internet 
Web sites are buzzing with discussions 
about a possible domino effect. 

Given the size of the challenges Kyr- ° 
gyzstan faces and its importance to the re- 
gion, external help is needed to consolidate 
democratic gains. Moreover, Kyrgyzstan 
merits attention because of its strategic lo- 
cation as a gateway between South Asia 
and Russia. 

The drugs trade from Afghanistan to 
Europe follows the ancient Silk Road cor- 
ridors, and Kyrgyzstan has become an are- 
na for competition among narco traffickers. 
According to the United Nations, 30-35 
tons of narcotics from Afghanistan move 
through Kyrgyzstan each year, and only 
10% is seized by police. If the internation- 
al community can help establish liberal re- 
gimes in Central Asia, it may be possible to 
keep narco-trade money out of the politics 
of the region. Otherwise some govern- 
ments will likely come under the sway of 
traffickers. gnive rg Al T 
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China and India: 
Rivals or Partners? 


by Pramit Mitra and Drew Thompson 





HE RECENT VISIT of 
Chinese Premier Wen 
Jiabao to New Delhi 
comes at atime when In- 
dia is increasingly paired 
with its larger Asian neighbor as an emerg- 
ing economic and military power. In Janu- 
ary 2005, a report by the U.S. National 
Intelligence Council predicted that by the 
year 2020, China and India would be vying 
with the United States for global econom- 
ic supremacy. China itself, which has for 





decades looked at India with a mix of apa- 
thy and suspicion, is beginning to take 
note of India’s economy and its attempts 
to beef up its armed forces. Attitudes in 
India have also changed and are trending 
toward positive sentiments. Policy makers 
in New Delhi increasingly talk of China 
more as a partner than as a threat. 

The agreements signed during Mr. 
Wen’s visit suggest that India is willing to 
shed its opposition to Chinese control over 
Tibet. In return, China will tacitly recog- 











nize India’s claim to the Himalayan state 
of Sikkim. This doesn’t mean that both 
countries have resolved their border differ- 
ences. India still claims part of Chinese- 
controlled northern Kashmir, (which was 
ceded to China by Pakistan), and the re- 
mote Aksai Chin area, while China dis- 
putes India’s control over its northeastern 
state of Arunachal Pradesh. No major 
breakthroughs are expected anytime soon, 
but proclamations from both countries 
point toward continued slow and pragmat- 
ic progress. China and India also signed a 
number of agreements designed to reduce 
tension, such as avoiding large-scale mili- 
tary operations in border regions. 

The flexibility displayed by the two 
countries to resolve their border disputes 
is a significant shift. Since 1962, when In- 


ew Mr. Mitra is a research associate at the South 
Asia Program and Mr. Thompson is assistant di- 
rector at the Freeman Chair in China Studies, at 
the Center for Strategic and International Stud- 
ies in Washington, D.C. 
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dia suffered a humiliating defeat in a bor- 
der war with China, leaders on both sides 
have looked at each other with suspicion 
and some amount of disdain. Implicit Chi- 
nese support for Islamabad during the 1971 
India-Pakistan war further aggravated re- 
lations and led the Indians to forge a mili- 
tary alliance with Moscow. China’s role in 
Pakistan’s nuclear weapons program is 
probably the greatest single reason for In- 
dia’s distrust. In addition, the issue of In- 
dian support for the Tibetan autonomy 
movement has always annoyed the Chi- 
nese leadership. 

It took nearly a quarter of a century for 
relations to return to something resem- 
bling normalcy with the visit of then In- 
dian Prime Minister Rajiv Gandhi to 
China in 1988. Since then there have been 
14 meetings of the joint working group set 
up to settle the border disputes and nu- 
merous joint declarations to affirm friend- 
ship and cooperation. Gradual softening of 
Beijing’s claim over the disputed region of 
Sikkim and India’s economic reforms (and 
thus more trade with China) have prevent- 
ed relations from deteriorating. China also 
continues its military and political support 
to Islamabad, but a more neutral stance on 
the Kashmir dispute: between Pakistan 
and India has pleased policy makers in 
New Delhi, as has Beijing’s support for In- 
dia’s claim to a permanent seat on the 
United Nations Security Council. 

However, the real motivator behind the 
warmth in relations between India and 
China is trade and commerce. Bilateral 
trade stood at $13 billion in 2004, repre- 
senting 1% of China’s global trade and 9% 
of India’s. Indian companies look at Chi- 


na’s staggering manufacturing prowess for 
pointers while Chinese information tech- 
nology companies want to learn from In- 
dia’s success in the services sector. 
Bilateral investment flows are small (Chi- 
na ranks as only 24th in the list of coun- 
tries in terms of cumulative foreign direct 
investments in India) but growing. 

Analysts agree that the potential of in- 
creasing bilateral trade between China and 
India is immense. The two countries have 
shown interest in a free trade agreement, 
but that may take some time. In the mean- 
time they are reducing tariff barriers, but 
substantial nontariff barriers also exist 
that impede flow of goods and services be- 
tween the two countries. 

Beyond that, China and India can ben- 
efit by improving ties between government 
agencies and related institutions. For in- 
stance, both China and India are threat- 
ened by an HIv-aIps pandemic that 
threatens to overwhelm their public health 
systems and disrupt their economic 
growth, but so far there hasn’t been any 
attempt to learn and share lessons from 
their individual fight against the disease. 

But while trade and to some extent po- 
litical relations between India and China 
are improving, that doesn’t mean that the 
two countries are not directly competing 
in other areas. Nowhere is this more appar- 
ent than the ambitious plans of the navies 
of the two countries. As they increase the 
capacities of their navies, some amount of 
friction is bound to emerge. Already, intel- 
ligence officials in New Delhi are worried 
about an increasing Chinese presence in 
the Bay of Bengal and the Indian Ocean. 
Published reports suggest that China is ac- 





China and India: Rivals or Partners? 





E 





www.feer.com 





32E 


tively courting Myanmar, Pakistan and the 
Maldives to set up operations. 

Indian defense planners have placed a 
low priority on its navy over the years and 
focused resources toward winning a land- 
based war over Kashmir. Despite fielding 
one aircraft carrier, naval warfare has 
played a small role in all the conflicts that 
India has fought with Pakistan. But as its 
diplomatic ambitions increase, India has 
realized that a powerful navy, comprising 
several aircraft carriers, could project 
power and command respect from neigh- 
bors. Following the impressive missions 
conducted by the U.S. Navy in the wake of 
the December 2004 tsunami tragedy in 
South Asia, Indian planners fully appreci- 
ate the humanitarian and diplomatic roles 
that aircraft carriers can play. 

China, like India, has made recent ef- 
forts to improve its naval forces, transi- 
tioning from Mao’s concept of a “land 
army” to one of a modern military force 
capable of deploying its naval ships glob- 
ally. China has invested heavily in improv- 
ing the capabilities of its naval forces, 
particularly surface and subsea platforms 
that can potentially deny access to oppo- 
nents and provide protection on China’s 
sea-lanes of communication, which tra- 
verse the Indian Ocean and South China 
Sea. Some military analysts, however, 
suggest that China’s preoccupation with 
Taiwan will prevent it from increasing its 
presence in the Indian Ocean for the near 
future with its current resources. 

For Indian as well as Chinese policy 
makers, modernizing naval forces serve a 
vital purpose—energy security. According 
to U.S. Department of Energy figures, In- 


dia is already the world’s sixth-largest con- 
sumer of energy resources while China is 
the second largest importer of energy after 
the United States. India’s energy consump- 
tion will rise to 27.1 quadrillion British 
thermal units by 2025, up from 12.7 qua- 
drillion BTUs in 2000—the largest expect- 
ed increase in energy use after China. Most 
of this demand will be met by liquefied nat- 
ural gas and oil imports from the Middle 
East transported by tankers. A powerful 
navy will be able to ensure the safety of 
convoys in times of conflict with Pakistan 
or other regional competitors. With plenty 
of domestic coal reserves but not enough 
oil and gas reserves, both India and China’s 
policymakers are increasingly looking 
abroad to meet energy shortfalls. 

Not surprisingly, energy security is be- 
ginning to play an important role in foreign 
policy deliberations in both New Delhi and 
Beijing. Securing shipping lanes is a crucial 
objective in both capitals for ensuring their 
energy supplies are not interrupted. Over 
50% of Chinese oil imports also come from 
the Middle East via the Indian Ocean and 
80% of all imported oil passes close to In- 
dia’s southern coast through the Strait of 
Malacca. China naturally wants to have a 
strong naval presence in the area to ensure 
the safety of tankers transporting oil des- 
tined for their ports and feels acutely vul- 
nerable from U.S. and (and someday) Indian 
interference with these vital convoys. 

Indian and Chinese oil companies also 
find themselves increasingly locked in a 
race to secure energy resources globally. 
While China began investing heavily in 
the 1990s, India is a relatively new entrant 
to the pursuit. In January 2005, India ac- 
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Improved China-India ties should produce a kind of 
‘soft balance’ among the Asian powers and the U.S. 





quired a 20% share in the development of 
Iran’s biggest onshore oilfield and is pur- 
suing other transactions in Sudan and a 
stake in the controversial Yukos gas and 
oil assets in Russia. However, China has 
beaten India to the punch. China is both 
Sudan’s and Iran’s largest customer for oil, 
and China has invested heavily in up- 
stream activities, particularly in Sudan. 
Both nations are simultaneously exploring 
opportunities in other oil producing re- 
gions of the world, including the Ameri- 
cas, which could potentially put them at 
odds with each other or even the U.S. 

At present, both and India and China 
value their independent relationship with 
the U.S. more than their bilateral relation- 
ship with one another, and Mr. Wen’s vis- 
it to India is unlikely to fundamentally 
change that. What it is likely to do is rein- 
force the pragmatic cooperation that India 
and China have embarked upon. Both In- 
dia and China share the aspiration of a 
world order that is multipolar and takes 
greater account of their role. They also re- 
alize that there is much to be gained in co- 
operating and expanding commerce and 
trade relations and ensuring that the trou- 
blesome issue of border disputes remains 
on the backburner. Both China and India 
now place a higher priority on increased 
trade relieving their massive domestic 
poverty and unemployment problems. 

Mr. Wen’s visit indicates that India and 
China, in the immediate future at least, are 
headed toward greater pragmatic coopera- 
tion, but not toward any broader alignment 


on foreign policy. Overall, this is good news 
for regional peace and stability. Reinforc- 
ing this trend is both countries’ strong rela- 
tions with the U.S. Improved China-India 
ties should ultimately produce a kind of 
“soft” balance of power between the three 
countries, with each nation protecting its 
own interests by aligning with the others 
on an issue-by-issue basis in a grand hedg- 
ing strategy. 

For Washington, the key question is 
whether India and China individually or 
with mutual tacit agreement decide to 
play spoilsport in Washington’s efforts to 
enforce a pax Americana and isolate 
rogue regimes such as Iran or Sudan be- 
cause of their dependence on oil and gas 
from these countries. The Chinese and 
Indian politicians both dislike American 
hegemony, particularly in Asia. The U.S. 
priority placed on nonproliferation, espe- 
cially in Iran will increasingly depend on 
nations such as China and India for sup- 
port in the United Nations—or more if co- 
ercive diplomatic efforts are undertaken. 
Perhaps the exchanges of state visits be- 
tween all three nations can start a dia- 
logue to develop a strategy to convince 
Tehran to give up its quest for nuclear 
weapons while still respecting China’s 
and India’s dependence on Iran’s oil ex- 
ports. With Mr. Wen’s visit followed lat- 
er this year by President Bush’s state 
visit to New Delhi, and President Hu Jin- 
tao’s likely visit to the U.S. this fall, it 
might soon be time for all three leaders to 
consider a tripartite summit. mm 





China and India: Rivals or Partners? 





_ Ee 





XN 





-Crunch Time 
For Tokyo 





THORNY RELATIONS WITH its Asian neighbors constitute just one 


of the challenges facing Tokyo. The REVIEW asked four Japan ex- 


perts to examine other critical issues: the coming demographic cri- 


sis; the need for greater trade liberalization; and the requirement of 


enhanced security in an increasingly hostile neighborhood. 


Aging 
Gracefully 


by Diana Farrell 


VER THE NEXT 20 years, the fi- 
nancial wealth of Japanese 
households will stop growing 


and begin to decline, leaving them with $8 
trillion less than they would have had if 
historical growth rates persisted, accord- 
ing to the McKinsey Global Institute. 
Wealth will decline not only in aggregate, 
but also on a per-household level. That 
means Japanese households will be no 
wealthier in 2024 than they were in 1997. 

The heart of the problem is that Japan 


is getting much older. By 2024, nearly a 
third of the population will be over age 65, 
one of the highest levels in the developed 
world. By the same year, the median age in 
Japan will have increased by seven years, 
to 50—more than 10 years older than that 
of the U.S.—and there will be more retired 
households than working-age ones. 

In addition, as birth rates have fallen, 
the mortality rate has also risen, because 
older people are such a large part of the 
population. In 2006, the mortality rate 
will for the first time exceed the birth 
rate, when Japan’s population will stop 
growing and begin shrinking, bringing 


ew Ms. Farrell is director of the McKinsey Global 
Institute. 














L 


œ~ JAPAN ca 





about a decline in the number of savers. 

The prime savers ratio, which shows 
the number of households in their prime 
saving years (30 to 50 years old) relative to 
the number of elderly households (aged 65 
and older) has been declining in Japan 
since 1975, and dipped below one in the 
mid-1980s. This indicates that there are 
more elderly households saving less or ac- 
tually consuming savings than middle- 
aged ones generating increasing new 
savings. This ratio is expected to remain 
well below one in the future. 

Younger generations are also saving far 
less than previous generations did. House- 
holds headed by individuals born in the 
1960s and 1970s have been moving into 
their prime saving years since 1990. These 
households have higher disposable in- 
comes than earlier generations, but they 
also spend more money. The net effect is 
that this younger generation saves less. 
When current retirees were 35, they saved 
26% of their disposable income. Today’s 
35-year-olds save just 6% of their income. 
This change in generational savings be- 
havior will amplify the effects of a declin- 
ing number of savers. 

All these trends will lead a big slow- 


down in the flow of new savings. Average 


household savings will be lower because 
there will be fewer people in their prime 
saving years, prime-saver households who 
consume more and save less will become 
increasingly dominant, and many elderly 
households will be dissaving. The savings 
rate will begin a precipitous decline.- 
Households accumulate wealth by sav- 
ing money from their income, or by the 
value of their savings increasirig. Japanese 


households invest mostly in very low- 
yielding savings accounts, so household 
wealth is built primarily through new sav- 
ings. This is in contrast to the U.S., where 
28% of the increase in household wealth 
between 1975 and 2003 came from asset 
appreciation. 

Meanwhile, Japanese household liabil- 
ities are expected to increase over the next 
20 years. This is because younger genera- 
tions have taken on much higher debt lev- 
els than their elders. Someone aged 35 
today has accumulated debts nearly equal 
to what it took someone who was the same 
age in 1975 to accumulate by the time they 
were 60. Driven by these two forces of de- 
clining assets and rising liabilities, finan- 
cial wealth in Japan will fall 0.2% 
annually between 2003 and 2024~—in 
sharp contrast to the period between 1975 
and 2003 when it increased by 5.5% a year. 
The result leaves Japan with nearly $8 tril- 
lion below what it would have accumulat- 
ed the 1989-2003 average annual growth 
rate is extrapolated. 

This trend will have negative repercus- 
sions for Japanese living standards, since 
wealth represents the ability to finance fu- 
ture spending and is a broad measure of 
economic well-being. On a per-household 
basis, financial wealth can be expected to 
fall 0.4% annually over the next 20 years. 
This may sound like a small shift, but by 
2024, household wealth will be no higher 
than it was in 1997, 

Since 1981, Japan has produced enough 
savings to fund its domestic investment 
needs and still export savings abroad. In 
2004, it sent about $170 billion in savings 
to other countries. But as Japan grows old- 
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er and its pool of savings shrinks, it is like- 
ly to become a net borrower'rather than a 
net lender to the world. 

The U.S. in particular could face a pain- 
ful adjustment, sińce Japan has played an 
important role in financing the massive 
U.S. current account deficit. As of October 
2004, Japan owned more than $715 billion 
of U.S. Treasury bonds—nearly 40% of the 
Treasurys held by foreigners. As Japanese 
funding dries up, the U.S. will probably be 
forced to trim its trade deficit. This could 
have enormous repercussions for the glob- 
al economy, since strong U.S. demand, paid 
for with large amounts of foreign debt, has 
helped fuel economic growth in many 
countries—including much of Asia after 
the 1997 financial crisis. 

There are no easy policy solutions to 
blunt the impact of an aging population on 
savings and wealth. The only way to mean- 
ingfully counteract the coming demo- 
graphic pressure is to increase household 
savings and boost the returns earned on 
those savings. In Japan, as elsewhere, ex- 
tending the period in which households 
save most by raising the retirement age is 
sensible, given the significant increase in 
average life spans over the last 50 years. 
Encouraging younger Japanese house- 
holds to save more would also be helpful. 

But the most effective change for Japan 
is to raise the rates of return on financial 
assets. Between 1975 and 2003, Japanese 
financial assets appreciated at a real an- 
nual rate that was 2.8% lower than those 
in the U.S. and the United Kingdom. Rais- 
ing Japanese rates of return to these levels 
will be difficult, but could close nearly half 
of the projected wealth shortfall. To do so, 


Japan will have to raise productivity 
throughout the economy and increase the 
efficiency of the financial system in allo- 
cating capital. l 

Despite a handful of world-leading in- 
dustries and companies, overall produc- 
tivity in Japan has lagged: labor 
productivity is now roughly 30% lower 
than in the U.S., and capital productivity 
is nearly 40% lower. Higher productivity 
leads not only to efficiency gains, but also 
stronger earnings growth and broader 
growth throughout the economy. 

Fundamental structural reform is nec- 
essary to raise productivity growth and 
overall financial returns in the lackluster 
Japanese economy. Due primarily to its 
shrinking population and labor force, Ja- 
pan’s potential GDP growth could slow to 
1.1% annually, down from the already ane- 
mic 1.8% growth that followed the 1990 | 
crash. l 

Raising rates of return will also require 
improved financial intermediation so that 
savings are channeled to the most produc- 
tive investments. More transparent and 
liquid financial systems encourage corpo- 
rate managers to improve performance by 
exposing lower performers and denying 
them funding. 

Japan’s financial system has long been 
ailing, particularly its banks, which play a 
larger role than they do in the U.S. or the 
U.K. Still, the consolidation and govern- 
ment bailouts of recent years have helped 
Japanese banks reduce their mountain of 
bad debt. To further improve financial in- 
termediation, policy makers must increase 
competition and encourage innovation in 
the financial sector and the broader econ- 
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omy, enhance legal protections for inves- 
tors and creditors, and end preferential 
lending by banks to select companies. 
Japanese households also have a role to 
play. After being burned by the stock- and 
real-estate market crashes of 1990, and 
then seeing negative equity returns since 
then, the share of Japanese household fi- 
nancial assets devoted to equities and 
bonds has not surprisingly declined from 
its already low levels. Around half of Japa- 
nese household assets are in low-yielding 
deposit accounts, whereas in the U.S, the 
same figure is only 15%. 
Japanese households may benefit from 
moving into riskier asset classes if produc- 
‘tivity throughout the economy increases 
and raises returns. In recent years, Japa- 
nese corporations have already begun in- 
creasing their dividend payouts, albeit in 
response to takeover threats. A move to di- 
versify household financial assets is an im- 
portant means of increasing the efficiency 
of capital allocation. To promote better as- 
set allocation, policy makers should in- 
crease the amount that can be invested in 
tax-deferred and tax-advantaged accounts, 
improve investor education, and create in- 
centives for well-diversified portfolios. 
Japan’s rapidly aging population and 
low investment returns are driving a de- 
cline in savings and wealth that will lead 
to a dramatic reduction in the amount 
of capital available to fuel the economy. 
This means lower living standards and re- 
duced growth just as Japan tries to pull 
itself out of its long economic malaise. But 
there are ways to take some of the sting out 
of aging, if Japan starts working on the dif- 
ficult challenges now. 
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Opening Up, 
Reluctantly 


by Kenzo Fujisue and 
Masanari Koike 


ship agreement with Japan. Under Epas— 


HIS MONTH, MEXICO became 
the second country in the world 
to have an economic partner- 


which are usually based on free trade 
agreements but broader in scope—signa- 
tory countries agree to promote trade and 
investment liberalization and facilitate the 
smooth transborder flow of management 
resources. Japan is currently negotiating 
similar agreements with Thailand, the 
Philippines, Malaysia and South Korea, 
and has just launched a formal negotiation 
process with the Association of Southeast 
Asian Nations. 

Yet even though the Japanese govern- 
ment has made clear it wants to aggres- 
sively pursue economic cooperation with 
Asian countries, more than two years have 
passed since an agreement with Singapore 
was ratified and Japan still has not reaped 
any significant benefits from that attempt 
at liberalization. 

Three features describe Japan’s ap- 
proach toward EPAs: 

First, as evidenced by the Singapore 
case, priority is given to countries that 


as Mr. Fujisue is a member of the House of 
Councilors of Japan and a deputy director of the 
Economic Diplomacy Project Team of the Dem- 
ocratic Party of Japan. Mr. Koike is a visiting 
fellow at Waseda University’s Comprehensive 
Research Organization. 


Crunch Time for Tokyo 37 





www.feer.com 





EI 


pose little threat to “sensitive” sectors 
such as agriculture. 

Second, a key motivation is the desire 
to reduce economic losses resulting from 
the trade-diversion effects of regional and 
bilateral Fras. For example, following 
Mexico’s integration into the North Amer- 
ican Free Trade Agreement in 1994, and 
the European Union-Mexico Free Trade 
Agreement of 2000, Japan found itself at a 
disadvantage in terms of tariffs, resulting 
in annual losses of around $3.7 billion. 

Third, Japan tends to respond to chang- 
es in global geopolitics through economic 
policies. Since the beginning of 1990s, the 
emergence of regional bodies such as NAF- 
TA and Mercosur, as well as the expansion 
of the Eu, has exerted great influence on 
the international political economy. Japan 
and other East Asian nations have, by and 
large, been isolated from these trends of 
regionalization. Behind Japan’s decision 
to embrace regional agreements is concern 
over China’s growing presence in the re- 
gion arising from its aggressive trade pol- 
icy. Beijing is currently in FTA negotiations 
with countries not only in Asia but in Lat- 
in America, the Middle East and Africa. 

Contrary to popular international opin- 
ion, Japan is already on the way to becom- 
ing a free trading state. In fact, after the 
Uruguay Round of trade talks, Japan’s av- 
erage tariff rate for industrial goods was 
reduced to 1.5%, less than half that of the 
U.S. (3.5% ) and the Eu (3.6%). In addition 
to Japan’s tariff-reduction efforts, it also 
undertook comprehensive domestic re- 
forms to eliminate nontariff barriers to be- 
come a free trading state. 

Especially significant were Japan’s re- 


form of keiretsu business practices and re- 
duction of certain shareholding practices. 
Yet despite these kinds of long-term ef- 
forts, current EPA negotiations highlight 
those sectors that Japan considers even to- 
day to be sensitive, namely: 

æ Agriculture Japan’s EPA talks with 
South Korea stalled at the end of 2004. 
The two countries are unable to conclude 
an EPA due to mutually exclusive protec- 
tionist policies governing the agricultural 
sector. The issue is also a stumbling block 
in talks with Thailand. 

Overall, the degree of protection given 
to Japan’s agriculture is not as high as in 
other developed countries. For example, 
the amount the government spends on a 
typical Japanese farming household is less 
than one quarter that spent by the U.S. 
government for the same purpose. Simi- 
larly, average tariff rates on farm produce 
are lower than those in the EU. However, 
Japan has high tariffs on certain items, es- 
pecially rice (490%) and wheat (210%). 

In addition to the economic motivation 
for applying tariffs, political factors, such 
as farmers’ votes, also come into play when 
negotiating trade agreements, as do in- 
creased consumer concern about the safe- 
ty of imported food in light of mad cow 
disease and avian influenza. 

æ Immigration Labor mobility is an 
important issue in EPA talks with both the 
Philippines and Thailand. But here too 
talks have been inconclusive—the Minis- 
try of Justice still has yet to decide how 
many Filipino nurses and health-care 
workers it will allow into Japan, and few 
details are available about a similar agree- 
ment with Thailand. 
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While the number of foreigners resid- 
ing in Japan has increased over recent 
years, at 1.5% of the population (at the end 
of 2003) it is still low when compared to 
other Organization for Economic Coopera- 
tion and Development member states. One 
reason why policy makers are reluctant to 
welcome more foreigners is concerns about 
any unexpected effects on the domestic la- 
bor market, especially since both of the 
country’s main political parties, the LDP 
and the Democratic Party of Japan, rely on 
the support of domestic labor unions. 

And while public opinion on liberal- 
ization of agricultural sector is widely di- 
vided between urban and rural areas and 
between producers and farmers, it is clear 
that the Japanese people are not ready to 
accept more immigration. Along with 
growing concerns of high crime rates and 
the social costs of accepting foreigners, 
this homogeneous nation seems to find 
comfort in living with its own kind. In 
fact, there is no variation between politi- 
cal parties’ views on the issue of immigra- 
tion, and none have aclear policy in favor 
of foreign workers. While discussion of 
the reforms needed to cope with a graying 
society in an age of falling birth rates was 
the biggest issue in the last upper house 
election, little was mentioned about im- 
migration-policy reform. As a young Diet 
member in prJ said in a conversation with 
us during the campaign: “It is taboo to 
talk about it.” 

However, there are some signs of for- 
ward movement on both these issues: 

At the end of 2004, the Ministry of Ag- 
riculture, Forestry and Fisheries released a 
paper on regional market integration, in 
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which for the first time the ministry exam- 
ines imports as a means of maintaining a 
stable level of domestic food supply. The 
paper also dealt with the export of agricul- 
tural goods as means of fostering greater 
competitiveness in the sector. A more re- 
cent policy outline, released in March 2005, 
contains more in-depth, agressive policies: 
for example, an increase in efforts to en- 
courage new entrants to the sector, includ- 
ing business corporations, and moves to 
introduce direct compensation to farmers 
through tax incentives instead of through 
price controls and tariffs. 

One of the driving forces behind the 
MAFF change in policy is the recognition 
that Japan needs to improve its abysmal 
self-sufficiency rate for food, which in 
terms of calories dropped to 40% in fiscal 
year 2002 from 79% in the 1960. By 2001, 
Japan had the lowest food self-sufficiency 
level among the industrialized countries. 

Shifts in the domestic political scene 
are also fueling change. Despite a steady 
increase of 30% in total population over 
the past four decades, the number of work- 
ers in the agricultural sector has plum- 
meted to one-third of the level sustained 
40 years ago. As a result, the decline in 
farming populations has brought about a 
reduction in rural political power. In the 
elections of 2004, the LDP, Prime Minister 
Koizumi’s party, lost its traditionally 
strong support from farmers and was de- 
feated in the upper house election by the 
second biggest party, Democratic Party of 
Japan. This could result in a reexamina- 
tion of the interdependent relationship be- 
tween farmers’ votes and protectionist 
policies such as high tariff rates. 
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As for immigration policy, the MOJ re- 
cently released a new plan, which while 
holding firm to its initial decision not to 
accept unskilled workers, shows an inten- 
tion to compensate for the country’s pro- 
jected decline in labor by attracting more 
skilled-foreign workers, including possibly 
foreign workers from sectors outside of 
those normally classified as specialized or 
technical. 

Surprisingly, labor unions views on 
the hiring of foreigners have shifted clos- 
er toward those of the moJ. Even so, opin- 
ions on the issue are widely divided across 
industries. 

Despite these advances, Japan is still 
missing some vital infrastructural changes 
for rapid bilateral or regional liberalization. 
In this current age of integration and inter- 
dependence, Japan cannot consider its fu- 
ture only by focusing on its domestic 
economy. It should base its reform not on 
introspective or exclusionary policies, but 
on engaging neighboring countries. Free 
movement of goods and people is only one 
step toward this. 

Japan should consider a wider and lon- 
ger-term vision for the Asian region—an 
area that holds the key to its future. Japan 
must also consider its own role in the drive 
to achieve deeper economic integration. 
Even though China may succeed in con- 
cluding an FTA with Asean, Japan should 
aim to go even farther and seek a more 
comprehensive form of liberalization based 
on deep regional integration. 

If China is the engine of the regional 
economy, Japan should be the steering 
wheel to lead the course of sustainable de- 
velopment. Technology, education and le- 


gal systems that protect patent or 
intellectual property rights are indispens- 
able prerequisites for becoming a devel- 
oped country. In addition, countries must 
secure social order through the establish- 
ment of a fair tax system, rule of law and 
political stability. Japan assimilated these 
systems from the West, but did so in a way 
that did not conflict with its tradition. 
Now, Japan must lead its Asian neigh- 
bors through this industrialization process. 


e 
Getting Closer 
by Dan Blumenthal 

: HEN GEORGE W. BUSH came 
\ \ j J into office in January 2001, 
many in Japan hoped that he 
would live up to his campaign promises to 
upgrade the alliance and end the era of ne- 
glect under his predecessors. Mr. Bush 
soon gained a cooperative partner in To- 
kyo when Junichiro Koizumi was elected 
prime minister of Japan in April 2001. At 
their first meeting in June, the two leaders 
endorsed each other’s top priorities: Mr. 
Bush blessed Mr. Koizumi’s reform agenda 
for the Japanese economy, while Mr. Koi- 
zumi stated that he “understood” Mr. 

Bush’s missile defense plans. 


These tentative steps to restore trust 
between Tokyo and Washington were 





ae Mr. Blumenthal is a resident fellow at the 
American Enterprise Institute. Previously, he 
was senior director for China, Taiwan and Mon- 
golia in the Secretary of Defense’s Office of In- 
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soon accelerated by the countries’ respec- 
tive responses to the September 11, 2001 
attacks. Mr. Koizumi immediately an- 
nounced his support for the U.S.’s right to 
exercise self-defense and secured Diet ap- 
proval for new laws enabling the dispatch 
of logistics ships to the Indian Ocean. 

When the North Korean regime dis- 
closed in late 2002 that it had a highly en- 
riched uranium program and would 
withdraw from the 1994 Agreed Frame- 
work with the United States, the U.S. con- 
tinued to argue on Japan’s behalf that the 
negotiations must address the issues of 
- North Korea’s No-dong medium-range 
ballistic missiles and Pyongyang’s abduc- 
tion of thirteen Japanese citizens. 

And after the occupation of Iraq re- 
ceived a United Nations mandate in late 
2003, Mr. Koizumi dispatched troops to 
southern Iraq in a non-combatant, recon- 
struction capacity. 

These successive global crises allowed 
the U.S.-Japan security relationship to 
progress a considerable distance in a short 
time. The convergence of strategic inter- 
ests between Washington and Tokyo cul- 
minated in a Statement of Common 
Strategic Objectives on February 19, 2005, 
when both countries identified the com- 
plete dismantlement of all of North Ko- 
rea’s nuclear programs and a peaceful 
resolution of the Taiwan dispute as com- 
mon strategic objectives. 

The primary risk that the U.S.-Japa- 
nese alliance faces today is that the his- 
toric statement may be viewed as an end 
in itself rather than the beginning of anew 
kind of relationship. The partnership still 
demands nurturing in order to achieve the 


goals that the two sides laid out, and must 
be made resistant to unexpected “shocks” 
that it could throw the alliance into a tail- 
spin. In order to hedge against such dan- 
gers, Washington should: 

æ Stand Up for Japanese Interests U.S. 
officials should send the message that they 
recognize that the alliance is a means to 
achieve mutual interests, not simply a 
launching pad for American adventurism. 
Specifically, the Bush administration 
should take special pains to demonstrate 
how the alliance serves Japan’s security 
interests and its quest for recognition as a 
normal country. For example, it is critical 
that the U.S. vigorously support the Koi- 
zumi government’s response to threats on 
Japan’s periphery, such as violations of Ja- 
pan’s territorial waters by North Korean 
and Chinese vessels. 

The Bush administration can also help 
the Koizumi government convince a skep- 
tical Japanese public that the global war 
on terrorism directly benefits its security. 
The administration should also continue 
to support Japan’s bid for a permanent seat 
on the United Nations Security Council, 
even in the face of violent opposition from 
China and South Korea. While Japan un- 
questionably has work to do in coming to 
terms with its imperial past, China’s gov- 
ernment-controlled media stokes anti- 
Japanese sentiment while ignoring Japan’s 
half-century of pacifism, contributions to 
the U.N., and leading role in development 
assistance throughout the world, includ- 
ing to China itself. 

# Empower and Enmesh Japan A grow- 
ing irritant in the alliance has been the 
asymmetry of responsibility and influ- 
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ence. U.S. administrations have pushed 
the Japanese government to play a stron- 
ger role in alliance policy making. Em- 
powering Japan to exercise greater 
leadership within the alliance will pro- 
vide the Japanese government and people 
with incentives to support ever deeper 
levels of security integration. 

Ongoing bilateral discussions over bas- 
ing and force posture realignment provide 
Tokyo with an opportunity to be more 
proactive in advancing its security inter- 
ests. Japan has too often thought of basing 
and force posturing solely in the context 
of domestic political concerns. The new 
process of base consolidation provides a 
forum for the United States and Japan to 
discuss strategic requirements and objec- 
tives and command and control arrange- 
ments, as well as to give Japan a larger role 
in determining the future roles and mis- 
sions of U.S. and Japanese forces. 

# Give Japan Greater Responsibility If 
Japan is going to be a global actor, it must 
exercise greater responsibility for main- 
taining security in Asia. The most imme- 
diate next step for Tokyo is the relaxation 
or removal of Japan’s long-standing con- 


.stitutional restriction on collective self 


defense. 

The danger for the alliance is that Ja- 
pan’s Self Defense Forces are legally re- 
stricted from assisting the U.S., were it to 
come under attack. A strict constitutional 
interpretation would prohibit Japan even 
from sharing intelligence it had gathered 
about ballistic missiles headed toward the 
U.S. Closer U.S.-Japanese missile defense 
cooperation makes the task of constitu- 


tional revision more urgent. Missile de- 
fense cooperation will provide Japan with 
the means to detect if not defend against 
ballistic missiles that are not only targeted 
at the Japanese homeland. The decision to 
cooperate on ballistic missile defense thus 
necessitates a lifting of the ban on collec- 
tive self-defense. 

* Solving the U.S. Crisis of Legitimacy 
To the extent that the U.S. solves its “crisis 
of legitimacy,” stemming from its position 
as the sole superpower, the Japanese pub- 
lic will be more willing to support a stron- 
ger alliance. However, the U.S. position of 
preeminence has created the perception 
among some nations that Washington is an 
arrogant bully. But there are some things 
the U.S. can do to restore its “soft power” 
in the region. America is the only “Asian- 
Pacific” country that can heal the rifts be- 
tween South Korea and Japan, assist Japan 
normalize while reassuring the region, 
protect Taiwan’s freedom while deterring 
Chinese military action, and lead human- 
itarian efforts such as the recent tsunami 
relief. 

æ Facing a New Era in Asia Over the 
past 50 years, the United States has 
worked with its allies to build a global or- 
der of peace and prosperity. That order is 
being challenged in Asia by China’s great 
power ambitions. The upgraded U.S.-Ja- 
pan alliance is the key building block for 
a revitalized U.S.-led security order. 
However, if it is to survive beyond the 
passage of key individuals and unforesee- 
able challenges, Tokyo and Washington 
must recognize that the alliance transfor- 


mation has only just begun. E 
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The U.N.’s Empty 
Plan for Poverty 


by Roy Prosterman 





NEW REPORT BY the 
United Nations Millen- 
nium Project, Investing 
in Development, and sub- 
titled as a Practical Plan 
to Meet the Millennium Development Goals, 
is a hefty 329 pages long. Those goals, ad- 
opted at an extraordinary U.N. Summit in 
2000, include as their first two targets the 
reduction of both extreme poverty and 





hunger on our planet by half or more by 
2015 (with 1990 as a baseline). 

Some would argue that those goals are 
already too modest: allowing a quarter 
century to achieve 50% reductions. Even 
so, the new report concludes that “the 
world is falling short of the Goals,” and of- 
fers a series of “overarching reasons why 
the Goals are not being achieved.” Unfor- 
tunately, we might add to the report’s rath- 
er abstract discussion of the reasons (e.g., 
“poor governance”) another that is more 
concrete: that a committee of more than 
250 experts has now produced a report 


that almost willfully ignores elements 
critical to any program that might plausi- 
bly enable large numbers of poor people to 
move out of poverty and hunger. Some of 
the most important of the ignored ele- 
ments can be readily gleaned from Asia’s, 
and especially East Asia’s, past develop- 
ment experience. 

The report offers scores of recommen- 
dations for its “Practical Plan” to meet the 
Millennium Goals, in areas that include 
health, education, infrastructure and gov- 
ernance, together with increased resourc- 
es to pay for their implementation. 
Although the presentation here creates 
considerable problems of focus and priori- 
tization, nearly all the recommendations, 
including those for increased foreign assis- 
tance, are worthy of consideration. Many 
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are indeed essential. But the whole struc- 
ture created by this phalanx of experts re- 
sembles a Boeing 777 on the assembly line 
still missing its engines. The missing en- 
gines are in the critical area we might call 
“asset endowment”—or financial and phys- 
ical capital—which, somehow, the report 
has almost completely ignored. 

Indeed, the U.N. itself—one hand effec- 
tively not knowing what the other is do- 
ing—has separately and prominently called 
for some of what is missing from this doc- 
ument. It has declared 2005 the “Interna- 
tional Year of Microcredit,” underlining 
the need for getting credit for productive 
investments into the hands of the poor. But 
apart from a brief reference to successes in 
Bangladesh by the Grameen Bank, the re- 
port virtually ignores the poor’s access to 
credit. 

Even more noteworthy is its treatment 
of the principal asset that is missing for 
one of the largest groups of the world’s 
poorest people: land. The report declares 
that: “Many of the poor and hungry, espe- 
cially in Asia, are the rural landless.” (In 
countries like India, we know that such 
landlessness is the best predictor of pov- 
erty. Indeed, it is more closely associated 
with poverty than either caste or illitera- 
cy.) But the only recommendations offered 
for the rural landless have nothing what- 
soever to do with land. Instead, they in- 
volve nonagricultural “skills training” and 
enhancement of “government labor agen- 
cies.” As proffered solutions to landless- 
ness, these seem about on a par with Marie 
Antoinette’s “let them eat cake.” 

Astonishingly, there are no references 
to the land (or credit) needs of the rural 


poor in the report’s extended country-by- 
country discussion of what program inter- 
ventions are required. (By stark contrast, 
the broadly bipartisan House Committee 
report accompanying the recent U.S. Mil- 
lennium Challenge Act, legislation intend- 
ed to provide incremental American aid 
towards meeting the Millennium Devel- 
opment Goals, states: “The Committee be- 
lieves that ownership by the poor of a plot 
of land, at least sufficient to erect basic 
shelter and have a garden producing food 
and income, is of fundamental importance 
for empowerment, livelihood, social sta- 
bility, and the creation of wealth.”) 

One might expect that at least some of 
the consulted experts would have pointed 
out the important roles that land reforms 
(and microcredit) have played in reducing 
poverty and hunger in numerous country 
settings, especially in Asia. Certainly the 
role of successful land-to-the-tillers pro- 
grams in helping lay the basis for grass- 
roots development in post-war Japan, 
South Korea, and Taiwan has been exten- 
sively studied. One might now add the suc- 
cessful household tenure systems that 
followed break-up of the collective farms 
in mainland China and Vietnam. In all of 
these settings, agricultural production 
and value-added greatly increased and ex- 
treme rural poverty and hunger were rap- 
idly reduced. 

One might have hoped that some mem- 
bers of the expert group would have point- 
ed out that, today, in each of the three most 
populous developing countries—China, In- 
dia, and Indonesia—there are important 
new “second generation” efforts to recog- 
nize and address the importance of land 
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rights in reducing and ultimately eradicat- 
ing the substantial remaining rural poverty. 
Each of these Asian colossi has major 
initiatives, either underway or in immedi- 


ate prospect, to connect many of the very 
poor with a piece of productive land and to 
give them security on the land. Those three 
countries together account for nearly half 
of the world’s poor and about 3.4 million 
deaths of children under 5 each year: 

# China The initial break-up of the 
collectives in the early 1980s gave farmers 
individual land parcels, and represented a 
huge improvement over collective farm- 
ing. But the reform left farmers with rights 
to that land that were totally insecure, and 
subject to ongoing reallocations by the lo- 
cal cadres. Under 1998 and 2002 laws the 
situation is now changing, with about two- 
fifths of villages having successfully allo- 
cated secure, documented 30-year rights 
to farmers. Judging by the earlier Asian 
experiences in providing rights to farmers 
that are both individual and secure, farm 
investment and value-added in China’s ag- 
riculture should soar, and rural poverty 
should sharply decline, as the reform is 
implemented fully. 

æ India The new government has rec- 
ognized the persisting linkage between 
landlessness and rural poverty and is in 
the early stages of promoting distribution 
of small house-and-garden plots to the 
landless. One consistent research finding 
that should help craft the next generation 
of land reforms has been that even a very 


The important roles that land reforms 
and microcredit play are ignored. 





small endowment of land can be hugely 
beneficial to the rural poor. On a tenth of 
an acre or less, remarkable improvements 
in family nutrition and income are occur- 
ring. A great benefit of this approach is 
that the total amount of land needed is ex- 
tremely modest, hence such land can be 
acquired through voluntary transactions 
on the open market, without coercion, and 
land-allocation programs that can reach 
the bulk of the rural poor in contemporary 
developing-country settings become both 
affordable and politically more feasible. 

æ Indonesia President Susilo Bambang 
Yudhoyono emphasized the fight against 
poverty in his inaugural address, and new 
rules allowing distribution of similar 
house-and-garden plots, as well as small 
field plots, to the landless poor are await- 
ing final adoption. Again, research in the 
Indonesian setting confirms the large con- 
tribution that “asset endowment” via such 
small plots can make towards reducing ru- 
ral hunger and poverty. 

Sixty years of accumulated develop- 
ment experience has taught us that sus- 
tainability, self-sufficiency and a sense of 
self-worth all demand that the poor have 
at least aminimum endowment of produc- 
tive assets like microcapital and land. To 
conceive a “Practical Plan” for sharply re- 
ducing global poverty and hunger, let alone 
ending them, without the inclusion of such 
assets is an exercise in self-delusion. Un- 
done by its omissions, this is a plan not yet 
ready to fly. td 
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Pyongyang Changes 


by Ron Gluckman 





IM JONG IL is gone, de- 
posed, overthrown ina 
huge uprising. Or soon 
will be. The Dear Lead- 
er’s portrait has been 
pulled down from buildings across North 
Korea. A coup is imminent, or perhaps un- 
derway. And that explosion at the train 





station near the Chinese border? An assas- 
sination attempt! Hence, this secrecy-ob- 
sessed state has outlawed mobile phones. 
Such was the news—or more accurate- 
ly, speculation—published in the weeks 
prior to my visit a few months ago. None 
proved true, except for the last bit, which 
I verified, sadly, first-hand. Shortly after 
landing at Pyongyang’s international air- 
port, I was dispatched to a rack of tiny cub- 
byholes, along with a Nigerian diplomat. 
We were issued small, numbered socks, in 
which our mobile phones were stuffed. 
Neither of us had any connection to the 
train blast months before. Nor, did our 
phones (which we reclaimed upon depar- 


ture). Yet reports placed North Korea’s re- 
clusive leader on a train returning from 
China at a time close to the explosion. 
Then, months later, North Korea abruptly 
ended its brief experiment of allowing mo- 
bile phones. Connect the dots as many re- 
porters did: A cell-phone conspiracy 
nearly claimed the Dear Leader. 

Such innuendo may be irresponsible in 
the extreme, but matters aren’t helped by 
the fact that no other place the size of Mis- 
sissippi is so often in the news or so regu- 
larly written about by people who have 
never visited. I didn’t presume to address 
this shortcoming as I began preparing for 
my visit last September. Still, besides peek- 
ing into dark corners and talking to as many 
local people as possible, I did hope to tack- 
le some major questions. Friends repeated 
them as I packed: Is it really an Axis of Evil? 
Is Kim Jong Il genuinely popular, or headed 
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for a fall? And—from Americans—what do 
North Koreans really think of us? 

Call it my hidden agenda. Practically 
everyone I encountered in the secretive 
state seemed to have one. My visit coin- 
cided with the Pyongyang International 
Film Festival, which seemed an opportune 
time to not only get lost in a crowd, but 
mingle with a cross-section of potential 
sources: visiting dignitaries, foreign dip- 
lomats, culture-starved North Korean aid 
workers, plus whatever passed for the 
Pyongyang coffee-house crowd. 

Lacking an invite, I crashed the festival 
masquerading as a German film buff from 
Hong Kong. Held every two years, the 
world’s most unlikely film festival long cel- 
ebrated socialist values and Cold War ca- 
maraderie. The first winner was The 
Shrapnel, a Libyan love tale: boy meets girl, 
she’s killed by imperialist-laid mines, rush- 
ing to her aid he dies in the explosion. 

Broadening the fare is one sign of open- 
ness in the world’s most reticent regime. 
Nearly 100 films from 50 countries were 
shown, including Bend It Like Beckham, 
the first commercial Western movie ever 
screened here. Although light comedy, this 
coming-of-age football film seemed revo- 

` Jutionary in a state that bans videos and 
satellite dishes, and offers only propagan- 
da on the sole state-run television station. 
North Koreans no doubt found the themes 
novel: sexism, racism, and the conflict be- 
tween tradition and modernization. Yet no 
chuckles greeted some jokes, like one com- 
ical lesbian allusion. Perplexed, I queried 
my guides, finding they had no clue what 
I was talking about. 
State censors seemed at work. All films 


were dubbed live in Korean. Movies had to 
be submitted in advance so socially accept- 
able scripts could be prepared. I boasted of 
the scoop at the nightly meeting hole, the 
pool hall and bowling alley beside the Ne- 
vada slot machines in the basement of the 
Yanggakdo Hotel, where the entire film en- 
tourage was cloistered. A visiting director 
insisted I was wrong. For proof, he de- 
ferred to a fellow European filmmaker. 
“He caught everything,” the director said. 

Astonished, I asked his colleague: “You 
speak Korean?” Sheepishly, glancing at 
walls assumed to have ears, he whispered, 
“Not officially.” 

Newcomers might be amazed by the 
barrage of brainwashing on the typical 
itinerary of museums devoted to American 
war crimes, but in reality, North Korea’s 
lies and distortions have been tuned down. 
Realizing this requires perspective. To my 
deception as an undercover American who 
slept through many films can be added an- 
other secret: I had visited before. Thirteen 
years previously, I took a rare tour of the 
Hermit Kingdom. My guide revealed just 
how rare when he admitted that he had 
never met an American tourist before. Yet, 
his card identified him as head of Ameri- 
can tourist services, a post he had held for 
nine years. 

Back then, Mr. Li proudly swept me 
through sites designed to showcase North 
Korea’s role as a world power. Even though 
these displays of insecurity were laugh- 
able to outsiders, Mr. Li gave no hint that 
he was anything but a fanatical believer. 
Atthe Juche Tower, he pointed out marble 
plaques from study associations around 
the world dedicated to juche, the philoso- 





Slowly, Strangely, Pyongyang Changes 





_I 


B27 


L- 





p] 


www.feer.com 








phy of self-reliance concocted by original 
dictator Kim Il Sung, even as North Korea 
was bankrolled by Russia and China. 
When he noted a New York association, I 
exploded: “Rubbish. Nobody outside North 
Korea has ever heard of juche.” Mr. Li’s jaw 
dropped, his entire world deflated. 

Nowadays, North Korea has moved on 
from such nonsense. Understand, Kim Ju- 
nior and his cohorts continue to project 
images of a dangerously defiant, nuclear- 
wielding world force. Residents still swal- 
low the baloney. But they are also 
occasionally outspoken and irreverent, no 
longer pretending that they are taken in. 
Or that the electricity works. Or, on aver- 
age wages of $6 a month, that there is real 
meat rather than the government baloney 
on the table. 

Take, for example, the tours of the De- 
militarized Zone, the imaginary line that 
bisects the Korean peninsula. On previous 
visits, this seemed not only the last front 
of the Cold War, but the cutting edge of 
one-upmanship, a paradise of propaganda, 
on both sides. As stern soldiers from the 
North and South faced off in tense poses 
around the truce table, the world’s biggest 
flagpoles rose across the line, taller on one 
side, bulkier on the other. Loudspeakers 
blared North Korean propaganda from Ki- 
jongdong, or Peace Village, atiny town en- 
circled by barbed wire. On the southern 
side, a mirror town is called Freedom Vil- 
lage, even though residents are locked 
down after dark. 

Now, guards watch guests from alter- 
nate sides, staggered to avoid potentially 
explosive confrontations. Gone are loud- 
speakers and flags. On the Reunification 


Highway from Pyongyang to the border at 
Panmunjom (signposted to Seoul, only 70 
kilometers farther) my guide points out 
warehouses and fleets of trucks along the 
roadside. “Those are South Korean con- 
veys bringing rice,” he says. 

Such admissions of a North Korean 
weakness or shortcoming would have been 
unthinkable before, but Mr. Kim matter- 
of-factly discussed the crippling famine 
that forced North Korea to accept food aid, 
including rice from the south. With the as- 
sistance has come greater cooperation, in- 
cluding big tourist projects. And perhaps 
North Korea’s oddest joint venture— pro- 
duction of its first car, the Whisper. It was 
supposed to signal a roll-out of commerce 
in North Korea. 

But you won’t spot many Whispers ei- 
ther. Mr. Kim insisted the car was selling 
well, but simply couldn’t point one out on 
a day’s drive. Every couple hours, I re- 
minded him. “Any Whispers along this 
road?” Or, “Don’t forget to point out that 
car.” He remained silent; not a whisper 
that day. The next morning, minutes after 
setting off, he signaled ahead. “Look, 
there’s a Whisper.” It was the only one I 
ever saw on my eight-day tour. Except on 
the billboards, overlooking empty streets. 

Starkness distinguishes Pyongyang, 
with an almost surreal absence of people, 
cars or commerce. Still, there are a few bar- 
ber shops, restaurants and stores stocking 
genuine goods. Thirteen years ago, doors 
were chained shut, shops vacant save for 
stacks of fruit propped against windows by 
plywood sheets, to fool observers into 
thinking produce was plentiful. On my pre- 
vious visit to a department store, I watched 
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My North Korean guide was keen to discuss world 
affairs, rock bands and Michael Jackson’s sex change. 











people come and go for half an hour, but 
nobody bought anything, like actors in 
‘. some huge theater of the absurd. 

Moreover, I saw plenty of signs that the 
population had already evolved. Take Mr. 
Kim. He wore tinted glasses and spiffy 
outfits bought in China. My other guide—I 
had two, plus a driver—favored bright 
suits, yellow or pink, a big change from the 
bleak Mao-style gear of my last visit. She 
was also keen to discuss world affairs, rock 
bands and Michael Jackson’s sex-change 
operation. 

For all the stumbling, both seemed for- 
ward-thinking, eager to engage the world, 
like the new class that emerged in the 
1990s in China. Soon, they were asking my 
opinion of George Bush and the Axis of 
Evil. Nothing remotely as candid occurred 
on my last visit. 

As for the rest, I came to few conclu- 
sions. Eight days don’t really amount to 
much, not in a mysterious land that goes 
to such extremes to remain so. Like all vis- 
itors, I went nowhere without guides, all 
my movements were controlled, and con- 
tact with North Koreans was minimal. Ev- 
erything was arranged, not just where I 
slept and the food I ate, but all the people 
I met, including the busload of locals 
trucked to a distant waterfall for my ben- 
efit. For three hours, we drove deserted 
roads, past lines of pitifully shabby people. 
Yet, at the waterfall, a group of North Ko- 
reans magically materialized. And they 
didn’t mind me taking their pictures, un- 
like all the locals who complained to Mr. 


Kim on rare instances when I attempted 
candid shots. It was picture perfect, until 
I recalled the bus in the parking lot, filled 
with the only passengers of the day. 

Another day, I visited a huge, ancient 
Buddhist monastery that didn’t exist on my 
last visit. Nearby, the International Friend- 
ship Exhibition displayed tens of thousands 
of gifts given to the Leaders, Great and 
Dear. Only before, Kim Junior had no mu- 
seum, so the same gifts had been given to 
dad. And Great Leader’s first wife, Junior’s 
mother, has become a state hero of almost 
equal status, creating a North Korean Holy 
Trinity—father, son and Great Mum. 

At times, it all seemed too much, this 
huge socialist Disneyland. That was my 
feeling at one final visit, denied during my 
previous tour, with the Great Leader him- 
self. I lined up for hours at Kumsusan Me- 
morial Palace, eventually gliding over a 
series of escalators through miles of mar- 
ble, all attesting to the leader’s greatness, 
resting in a state grander than all the oth- 
ers I had seen: Mao in Beijing, Ho in Hanoi 
and Lenin in Moscow. Issued a music play- 
er and headphones, I could relive the 
broadcasts and mourning on the day the 
Great Leader died. 

Yet this was the rare instance where no 
historical revision was required. I could 
see the reverence and sadness on the faces 
of North Koreans. Change may come slow, 
impatience grows. But predictions of re- 
gime change come from Washington or 
Seoul—where they cannot see the tears of 
adulation rolling down real cheeks. ™| 
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The Real Reason Why 
China Complains 


by Taro Yayama 





ECENTLY A STRANGE 
phenomenon is taking 
place whereby visits to 
Yasukuni Shrine [by the 
Japanese prime minis- 
ter] have become a diplomatic issue, giving 
rise to calls for seeking a “political solu- 
tion.” However, praying for the souls of 
those who perished for their country has its 
origins in custom and tradition and is based 





on culture. It’s not a question of one country 
permitting another to hold such a ceremo- 
ny. Prime Minister [Junichiro] Koizumi— 
regardless of the details—should follow 
tradition and continue to visit Yasukuni... 

Yasukuni Shrine invokes our ancestors’ 
spirits and honors the people who per- 
ished building our nation during the four 
wars: The [1868-69] Boshin War [waged 
between the Tokugawa Shogunate and 
pro-Imperial armies]; The Japanese-Sino 
War; The Japanese-Russo War; and The 
Great East Asia War [including Japan’s 
part in World War II]. 


It is thanks to these people that we are 
here today. Losing the Great East Asia War 
was a wretched experience, but it is pre- 
cisely because it was wretched that the 
lessons we learned were so great. 

Prime Minister Koizumi visits Yasu- 
kuni Shrine and says: “Japan pledges nev- 
er to perpetuate war ever again.” However, 
as long as our nation exists, it is possible 
that another war could take place. We 
should resign ourselves to that and pre- 
pare for it. What kind of country would not 
honor those that might die in fifth and sub- 
sequent wars? A nation that doesn’t honor 
[its war dead] also abandons the spirit of 
nation building and will eventually go to 
ruin. 

The people who call for Japanese prime 
ministers to stop visiting Yasukuni Shrine 





=» Mr. Yayama is a political commentator and 
frequent contributor to the Sankei Shimbun 
newspaper where this article first appeared on 
February 28. This translation is by Colum Mur- 
phy, deputy editor of the REVIEW. 
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seem to be saying we should respect Japa- 
nese-Sino relations more than the lifeblood 
of Japan. Mr. Kakutaro Kitashiro [Head of 
Keizai Doyukai, the Japan Association of 
Corporate Executives, and chairman of 
IBM Japan]; Mr. Yotaro Kobayashi [Fuji 
Xerox chairman]: Do you want to discard 
the most important things just to sell the 
shinkansen bullet train to the Chinese? Or 
to gain permission to build a factory? Or for 
narrow commercial gain? Are the leaders 
of the Japanese business world a sordid 
group of people with no sense of history? 

Then there is the view that we should 
separately enshrine Class-A war criminals 
such as former Prime Minister Hideki 
Tojo. Even though I don’t recognize the 
Tokyo Tribunal of War Criminals since it 
is itself contrary to international law, let’s 
suppose that it was Prime Minister Tojo’s 
failed battle plan that brought about defeat 
in the war. Yet it is because of this defeat 
that we are substantially wiser. 

The Chinese leaders say; “We oppose 
visits to Yasukuni Shrine because Class-A 
war criminals are honored there.” If that’s 
the case, does it mean it would be accept- 
able to remove the war criminals? They 
know that by forcing us to break the con- 
tinuity of honoring our dead—down from 
the past and into the future—that the re- 
sult will be a decay in the spirit of the Jap- 
anese people, leading to Japan’s eventual 
downfall. 

Even after the Class-A criminals were 
enshrined together with other war dead 
in Yasukuni Shrine [in October 1978], Chi- 
na tolerated the visits by Prime Ministers 
Ohira, Suzuki, and the first two visits by 
Prime Minister Yasuhiro Nakasone [in of- 





fice from Nov. 1982 to Nov. 1987]. 

So why did they complain in 1982 about 
the “textbook issue” and lash out against 
visits to Yasukuni Shrine? The reason is 
simple. China has still not taken on the 
shape of a nation state. It may seem as if it 
has transformed itself into a capitalist 
economy, yet it still lacks one condition— 
sovereignty resting with the people. Under 
such circumstances, we should not expect 
the fervent excitement and high morals 
that normally lead to nation building. 

China is currently on the brink of col- 
lapse, from a political, economic and social 
perspective. Recently, of more than 20 
books that analyze the Chinese economy, 
not one of them paints a bright future for 
the country. Yet the Asahi Shimbun and the 
Nihon Keizai Shimbun newspapers never 
publish a single case of an investment fail- 
ure in China by a Japanese company. Could 
it be that, just as it has done before with its 
own news organizations, the Chinese gov- 
ernment is imposing invisible controls on 
Japan’s mass media organizations? 

Gordon Chang, author of The Coming 
Collapse of China says Communist elites 
have turned the economic reform process 
into a bizarre scramble where political 
power is exchanged for money. Now dissat- 
isfaction with that is igniting. In 2004, be- 
tween 50,000 to 100,000 incidents of civil 
unrest occured in China. The gap between 
rich and poor is enormous. It is said that 
40% of suicides are committed by women 
from rural areas. It’s because the Chinese 
government wants to deflect the angry 
voices of its citizens away from it and to- 
ward Japan that China is fueling the Yasu- 
kuni issue. ty 
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Reviewed by SADANAND DHUME 

T’S HARD TO imagine now, but 
barely 10 years ago when foreign- 

ers thought of Indonesia the pic- 
ture that came to mind was of a miracle 
economy. With investment bankers clog- 
ging hotel lobbies and Bmw dealerships 
springing up all over Jakarta, the question 
was when—not if—the world’s fourth most 
populous nation would catch up with South 
Korea, Taiwan and Hong Kong. Today In- 
donesia attracts a more morbid kind of cu- 





=v Mr, Dhume is a former Indonesia correspon- 
dent of the REVIEW. He is writing a book on radi- 
cal Islam in Indonesia. 


riosity. Talk of total factor productivity 
and export-led growth has faded; instead 
it’s jailed militant preachers and the terror- 
ist outfit Jemaah Islamiyah that dominate 
discourse about the country’s future. The 
question now: Is Indonesia destined to be- 
come another Egypt or Pakistan? 

For most of its independent history, In- 
donesia was the Muslim world’s great out- 
lier. A millennium and a half of animism, 
Hinduism and Buddhism was said to have 
built Indonesia’s civilization. On this edi- 
fice, Islam—a medieval import to the ar- 
chipelago—was merely a thin coat of paint. 
Indonesian Muslims were the least obser- 
vant on the planet; those who did pray often 
preferred a panoply of homegrown saints 
and spirits to the austere monotheism of 
Arabia. Indonesians were thought to be 
largely immune to both orthodox practice 
and Islamist politics. It was no coincidence 
that until its annihilation in the mid-1960s 
the Indonesian Communist Party was the 
largest in the noncommunist world. 

Nevertheless, from the 1970s onward 
Indonesia experienced an unprecedented 
upsurge in Islamic consciousness. Thou- 
sands of new mosques sprouted all over 
the country. Girls on university campuses 
took to wearing the headscarf. The once 
lackadaisical began to pray five times a day 
and donate alms to Islamic charities. The 
hajj pilgrimage became a status symbol. 

After the end of General Suharto’s 32- 
year reign in 1998, less savory aspects of 
this religious resurgence became evident. 
Church burnings became increasingly 
common. A militia called Laskar Jihad 
shipped thousands of fighters to battle 
Christians in the Maluku Islands. Then 
came the Bali bombings of 2002 and sub- 
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sequent attacks on the J.W. Marriott hotel 
and the Australian Embassy in Jakarta, all 
blamed on Jemaah Islamiyah, a terrorist 
group linked to al Qaeda. 

In Allah’s Torch, former REVIEW and 
Newsweek journalist and self-described 
Asia hand Tracy Dahlby attempts to go 
“behind the scenes in Asia’s war on ter- 
ror.” You can’t fault Mr. Dahlby for lacking 
chutzpah—he has never lived in Indone- 
sia and does not speak the language. Un- 
fortunately, you can’t commend this book 
for much else. Allah’s Torch is a breathless 
jumble of clichés, exaggeration and plain 
cluelessness whose origins appear to be- 
long less to the traditions of narrative jour- 
nalism and more to those of the B-grade 
Hollywood movie. 

In Mr. Dahlby’s Indonesia, the cities 
are teeming, the curries are fiery, and the 
village roads are dusty; ships’ horns blast 
mournfully and eyes sparkle mischievous- 
ly. He doesn’t get to see the head of Jemaah 
Islamiyah, Abu Bakar Baasyir, but more 
than makes up for it with descriptive ar- 
dor. Within the space of two short pages 
Mr. Baasyir is “a made for media villain,” 
“a lean, ascetic Koran-thumping funda- 
mentalist preacher,” Osama’s “Asian dop- 
pelganger,” “the great gray wizard,” “the 
leader of Indonesia’s branch of Terror, In- 
corporated” and (my favorite) “the wolfish 
grandpa who took his orders straight from 
Osama’s board of directors.” 

The Suharto regime gets similar treat- 
ment. Here is how Mr. Dahlby sums it up: 


What emerged over the years was a vast 
kleptocracy by which Suharto and his 
cronies siphoned billions of dollars out of 
Indonesia’s provinces, with their mighty 
stores of timber, gold, oil, and gas—and 
created a vast sucking sound that was mu- 
sic to the ears of what Indonesians referred 
to as “progress” or the Suharto mafiya, de- 
pending on which side of the money hose 
you happened to be on. And because most 


Indonesians were kept away from the noz- 
zle, the Smiling General used his military 
to keep grumbling to a minimum. 


Even if the reader successfully navi- 
gates this tortured syntax, he is left with 
a comic-book vision of Third World des- 
potism, one in which he could seamless- 
ly replace Suharto with Mobutu of Zaire, 
Marcos in the Philippines or any tinpot 
Latin American strongman. In reality, for 
all its corruption and cynicism, Suharto’s 
government took economic development 
very seriously. That Suharto lasted three 
decades had less to do with the backing of 
the military, and more with the vast im- 
provements in literacy, health care and life 
expectancy experienced by ordinary Indo- 
nesians. Before China’s economic reforms 
began to pay off in the 1990s, no country 
had lifted more people out of poverty than 
Suharto’s Indonesia. Finally it was the 
Asian financial crisis that destroyed Su- 
harto’s legitimacy in the eyes of his people 
and ended his rule. 

Nobody has done more to illuminate 
the Suharto-era roots of Indonesia’s Is- 
lamic resurgence than Boston University’s 
Robert Hefner. In Civil Islam (Princeton, 
2000), he explained how the combina- 
tion of dizzying economic growth, rapid 
urbanization and uniform religious edu- 
cation helped create a generation of Indo- 
nesian Muslims with a deeper knowledge 
of their faith. Combined with petro-dollars 
from places like Saudi Arabia and Kuwait 
and government paranoia about commu- 
nism, that helped transform Indonesia’s 
religious landscape in the space of a gen- 
eration. Mr. Hefner’s new book, Remaking 
Muslim Politics, is a collection of essays by 
academic experts that ranges across the 
Muslim world. In his own chapter on In- 
donesia, Mr. Hefner returns to one of his 
favorite themes: the complicity of Suhar- 
to-era elites in the spate of Islamist vio- 
lence following the general’s downfall. 
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In explaining how armed Islamists 
outflanked Indonesia’s moderate major- 
ity, Mr. Hefner examines three violent 
Islamist groups—the bar-trashing Islam- 
ic Defenders Front, or FPI; Laskar Jihad, 
best known for sending thousands of well- 
armed fighters to battle Christians in the 
Malukus; and Laskar Mujahidin, a small- 
er and more secretive group linked to Abu 
Bakar Baasyir and Jemaah Islamiyah. Mr. 
Hefner uses these case studies to make a 
broader point about Indonesia. Despite 
what he calls the democratic and pluralist 
credentials of mainstream Muslim groups 
in Indonesia such as Nahdlatul Ulama (40 
million members) and Muhammadiyah 
(30 million), the combination of a divided 
civil society and opportunistic political 
elites gave violent Islamists the room to 
operate more or less unchecked until the 
Bali bombings in 2002 brought interna- 
tional pressure to bear on Indonesia. 

In Jemaah Islamiyah, Greg Barton, an- 
other long-time Indonesia watcher, uses 
an account of the successful Indonesian- 
Australian investigation of the Bali bomb- 
ing as a springboard to explain the rise of 
radical Islam in Indonesia. This slender, 
jargon-free book (also published under the 
title Indonesia’s Struggle by the Universi- 
ty of New South Wales) draws heavily on 
newspaper stories and on Sidney Jones’s 
pathbreaking reports for the International 
Crisis Group, a think tank headquartered 
in Brussels. While Mr. Barton doesn’t 
break new ground, he does a good job of 
explaining Islamist thinking—the idea 
that Islam is a comprehensive political 
ideology rather than a mere religion—and 
of tracing Jemaah Islamiyah’s roots to the 


Darul Islam rebellion against the Indone- . 


sian state in the 1950s. 

Mr. Barton cautions against the old 
argument about Indonesian exceptional- 
ism. He compares Indonesia with Paki- 
stan—where Islamist parties traditionally 
attract a lower share of the popular vote— 
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and argues that if the parallel holds, In- 
donesia’s troubles with jihadi extremism 
are only beginning. 

Giora Eliraz of the Hebrew University 
of Jerusalem views Indonesia through the 
lens of an expert on the Middle East. In Is- 
lam in Indonesia, he shows how the views 
of the Islamic reformer Muhammad Ab- 
duh (1849-1905) came to acquire greater 
influence in Indonesia than in his native 
Egypt. Abduh tried to harmonize “revela- _ 
tion and the Tradition of the Prophet on 
the one hand, and human reason and sci- 
ence on the other hand.” Abduh’s follow- 
ers continue to believe that the answers 
to the crisis within Islam lie in Islam it- 
self—in a return to a pure form of the faith. 
In Indonesia they are represented by Mu- 
hammadiyah. It runs schools, colleges and 
hospitals across the country and rejects as 
un-Islamic typically Indonesian practices 
such as communal feasts and visits to the 
graves of Muslim saints. 

Broadly speaking, Messrs. Eliraz and 
Hefner are optimists, or are at least will- 
ing to see the glass as half full. However, 
Mr. Eliraz briefly hints at a darker, more 
pessimistic line of argument. He says the 
more Muslims become pious and devout 
believers, the easier it is to mobilize among 
them “those who are ready to carry zeal- 
ously the banner of Islam.” He also ques- 
tions Muhammadiyah: “A search of the 
Indonesian context for possible sources 
for inspiration for Islamic radical percep- 
tions might even lead, indirectly, to the 
massive and influential Islamic modern- 
ist movement in Indonesia.” 

But in the end Mr. Eliraz concludes that 
radical Islam is unlikely to evolve as either a 
real political option or a significant cultural 
and ideological force. Mr. Hefner, who has 
never flinched from describing the excess- 
es of radical Islamists, nonetheless believes 
that Nahdlatul Ulama and Muhammadiyah 
remain “pillars of Islamic moderation and 
civic pluralism.” Mr. Barton, the least opti- 
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In Indonesia, it is the radical fringe that is growing, 
while the majority is either acquiescent or besieged. 





mistic of the three, also repeatedly cautions 
against excessive alarm. He sees Indonesia 
in the midst of a struggle between radicals 
and moderates to determine who “speaks 
for the soul of Islam.” 

Yet, if the past is any indicator, there’s 
good reason to be deeply pessimistic about 
Indonesia’s prospects of remaining secu- 
lar and pluralistic. Only 20 years ago, re- 
ligion was kept out of public life. Nobody 
questioned an Indonesian Christian’s right 
to head the army, the finance ministry or 
the central bank. Polygamy was widely 
discouraged; birth control was a pillar of 
state policy; the headscarf was kept out of 
public schools. 

Since then, the state has largely re- 
treated from the battlefield. Government 
officials are free to practice polygamy 
(Hamzah Haz, vice president until last 
year, being a prominent example). Cler- 
ics attack birth-control advertisements 
` and dancing they consider too salacious. 
Local governments in some parts of the 
country have taken the first steps toward 
implementing Islamic law—banning the 
sale of alcohol and ordering female gov- 
ernment employees and schoolgirls to 
wear the headscarf. The most powerful 
movement on Indonesian university cam- 
puses, Tarbiyah, is linked ideologically to 
Egypt’s Muslim Brotherhood, and follows 
the same practice of organizing its mem- 
bers into secret cells. 

As for the famous moderate majority, 
with a few exceptions—most notably for- 
mer President Abdurrahman Wahid of the 
Nahdlatul Ulama—moderate Islamic lead- 
ers have been unable or unwilling to take 
the fight to the radicals. In their hatred of 
the West and religious minorities, some 
speeches by Muhammadiyah leaders don’t 
sound so different from those of Jemaah 


Islamiyah. It may be comforting to believe 
that a solid moderate majority will block 
the path of a radical fringe. But in Indone- 
sia it’s the fringe that’s growing, while the 
majority is either acquiescent or besieged. 


MR. CHINA: A MEMOIR 
_ by Tim Clissold 
HarperBusiness, 272 pages, $24.95 
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Reviewed by CLINTON DINES 
F YOU JUMP into a shark pool | 
with the intention of competing 
for the shark food, is it really the 
sharks’ fault that you get bitten? 

This may seem a somewhat specious 
analogy to the world of China business, 
but it has many noteworthy parallels in the 
behavior of foreign investors over the last 
15 to 20 years. The country is littered with 
the skeletal remains of foreign business 
aspirations. We have all heard the indig- 
nant whimpering from corporate survi- 
vors complaining how the Chinese don’t 
play by the rules. There have been count- 
less articles and a library full of books 
about how unfairly everything is stacked 
against the honest strivings of decent, law- 
abiding Western companies. Much of this 
commentary is riddled with resentment, 
incomprehension and sour grapes. 

There is also a body of learned litera- 
ture at a slightly higher level of contem- 
plation which. posits that without the 
immediate emergence of nonshark-like, 
law-abiding commercial behavior, China 





=~ Mr. Dines is head of China operations for a 
major multinational corporation and has lived 
and worked in China for 26 years, 
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is doomed to collapse, or at least to perpet- 
ual Third World penury. This argument is 
often put forward by foreign journalists, 
understandably miffed at the way they are 
chronically restrained, harassed and im- 
peded by the Chinese security apparatus. 
They not only recount the unfairness and 
hardships of China’s business environ- 
ment, but filter them through the bitter 
prism of the frustrations they experience 
while performing their own jobs. It’s a fer- 
tile field of literature, but if you bought all 
this stuff over the past decade you’d have 
an overloaded bookshelf and only a limited 
amount of enlightenment. 

Against this backdrop, Tim Clissold’s 
book is quite refreshing. Told in a fluid, 
contemplative and slightly introspective 
style, Mr. Clissold manages to be self-dep- 
recating while also pulling no punches in 
discussing the foibles of his colleagues. 

Front and center is the pseudonymous 
“Pat,” acute and probably legally necessary 
device which barely conceals the identity 
of Mr. Clissold’s boss and fearless leader. 
Together the two men dive into a large 
number of joint ventures into which they 
pour a very substantial amount of other 
people’s money. “Pat’s” working assump- 


tion, that “China needs capital,” charisma, 


salesmanship, his U.S.-style arms-length 
venture-investment business model and 
his indefatigable optimism, were the ele- 
ments that took them all off an amazing 
adventure through China’s industrial in- 
nards at the very same time that the Chi- 
nese government was itself confronting 
the conundrum of what to do with state- 
owned enterprises. 

China in transition is no place for the 
faint-hearted or the inexperienced, and 
in Mr. Clissold’s book you read a story of 
amazing bravado and presumption. Of 
the main protagonists leading the charge, 
none had any substantial experience or 
understanding of doing business or run- 
ning ventures in China. 
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I was in Beijing when they arrived and 
remember meeting “Pat” fairly early in the 
story. I had been in China about 15 years 
and had my own set of bizarre China in- 
vestment and joint-venture experiences. I 
remember wondering (perhaps even hop- 
ing) that maybe these were the guys who 
would finally crack the China code for for- 
eign investors. 

I should have known better. But we 
China types all share the vice of perpetual 
optimism. After a while, if you survive, op- 
timism gets blended with experience and 
can be a useful tool. Until then, it’s quite a 
dangerous attitude, and this was the stage 
that Mr. Clissold and particularly “Pat” 
were at when they first moved to Beijing. 

“Pat” was also notable at the time for 
his grand pronouncements on business in 
China and his imperviousness to discus- 
sion referencing the experience of others 
who had been in China before. This too is 
acommon trait among many foreign busi- 
ness people newly arrived in China. Since 
time immemorial, China has been the “big 
gig,” exerting a strange and malicious dis- 
belief-suspending influence on many oth- 
erwise sensible managers. 

This is the “Mr. China” phenome- 
non referred to in the title and the pre- 
lude of this book. The urge to become 
the rock star wheeler-dealer who final- 
ly cracks China is frighteningly. preva- 
lent, although seldom well written about 
(Carl Crow’s 400 Million Customers and 
Joe Studwell’s The China Dream come to 
mind—same story, different eras). Why 
are foreign companies unwilling to learn 
from history and experience? Some sim- 
ple benchmarking processes would have 
saved a lot of grief for Mr. Clissold ‘and 
“Pat” and many other sad foreign inves- 
tors—but they converged with the usual 
pattern, and paid for it. 

None of the above commentary is meant 
to absolve the Chinese protagonists in Mr. 
Clissold’s story (or any other Sino-foreign 
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In Tim Clissold’s book, you read a story of amazing 
bravado and presumption, told in a self-deprecating style. 





business tragedy) from blame. These guys 
are sharks, and as we hear often, China still 
lacks the rule of law. Many enterprises are 
small personal fiefdoms. The political and 
social upheavals of the 20th century, as well 
as the bizarre economic and societal re- 
structurings ordained by Mao Zedong, have 
all been blended with the cultural legacy of 
China, which is steeped in xenophobia, re- 
gionalism, chauvinism and the autocratic 
traditions of personal local authority. 

Asaresult, decision-making and behav- 
ior within a Chinese company are driven by 
intensely personal sets of interests. These 
interests are very logical and understand- 
able, but can appear to be irrational and in- 
comprehensible to the foreigner who, of all 
participants in the situation, works with 
the least amount of information. 

In recounting his experiences, Mr. 
Clissold describes corruption, fraud, de- 
ception, violence, intimidation, threats, 
misinformation, disinformation, manipu- 
lation, endless repetitive meeting sessions, 
confusion, inept officials, tough local pow- 
er brokers, and so on. He also refers to the 
marvel of the Chinese capacity for con- 
trived histrionics in meetings. Personal- 
ly I always enjoyed these performances 
once I understood what was happening. 
The environment in which they grew up 
and their intense life experience has made 
great ham actors out of many Chinese, 
simply as a survival mechanism. The best 
of them are really good, and all really is 
fair in business in China. 

The utterly amoral behavioral and com- 
mercial landscape in which Mr. Clissold 
and “Pat” found themselves in China in 
the early 1990s is Chairman Mao’s true 
legacy to China and has been one of the 
real impediments to the country’s reform 
process. Mr. Clissold might have explored 


these issues further in his book by giving 
more background. 

Mr. Clissold also takes us into another 
more private aspect of working in China— 
stress. China is a peculiarly challenging 
and intense environment for the foreign 
business assignee. Your Chinese coun- 
terparts have a 24/7, no-holds-barred ap- 
proach to prosecuting their interests. The 
workload, the dislocation, the fatigue, the 
maotai drinking, the repetition, the grow- 
ing sense of futility, the roller-coaster of 
sometimes faux emotions, the endless 
mind-numbing minutiae, all contribute to 
making China very hard on the ego. 

Relations erode, behavior becomes 
strained, people go nuts. Mr. Clissold 
himself suffered a heart attack, which he 
recounts clearly and cogently but as some- 
thing of a punctuation mark in the story 
rather than as a major event in his life. He 
leaves a little out here, understandably, 
but the human experience, not the busi- 
ness experience, is what this book is re- 
ally about, and I would have liked more 
discussion regarding the personal issues 
and relationships. 

Mr. China is in fact fairly light on busi- 
ness details—“we ran the numbers,” “we 
made the investment,” “we wired the mon- 
ey the next day” is about the extent of it. 
Any China business buff looking for tips on 
contract terms or tax arrangements will 
be disappointed. But this isn’t your usual 
China business book, and that is where its 
true worth lies. 

Mr. Clissold and “Pat” are both still in 
China. This too is not at all typical. Most 
of those who have had this sort of experi- 
ence are now far away, determined never 
to return and willing to tell anyone who 
will listen what a bunch of crooks the Chi- 
nese are. Mr. Clissold has an enormously 
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valuable set of experiences and insights to 
bring to his current role running his own 
investment business. “Pat” is also still in 
Beijing and the businesses that he and Mr. 
Clissold set up are beginning to do better. 

The fact that they came to China with 
a lot of false assumptions and lost a lot of 
other people’s money makes Mr. Clissold 
and “Pat” culpable on arange of levels. And 
they did it on a large scale. But the fact that 
both men have lived through these expe- 
riences also puts them in a small group 
of people still working in China with ex- 
tremely valuable, seen-it-all, done-it-all 
knowledge which will serve them well 
in the future. They are now among the 
benchmarks on what not to do in China 
for anyone who cares to ask (although his- 
tory tells us that not many will). 

Mr. Clissold’s book tells this story well 
and, by and large, fairly. It’s true that in 
the book “Pat” gets a lot of the blame for 
what went wrong and Mr. Clissold’s rela- 
tionship with him clearly deteriorated as 
time went on. The vision was “Pat’s,” “Pat” 
drove things ahead with the stereotypi- 
cal style of his Wall Street ilk, “Pat” was 
impatient with dealing with the details. 
Mr. Clissold and the others come across 
as hired help sent out to execute the im- 
possible. Perhaps they should have known 
better or spoken up sooner. 

Nevertheless, on balance, “Pat” indeed 
deserves the lion’s share of responsibil- 
ity for what happened. He took the rap 
for a lot of money going down the tubes in 
the 1990s and had to go get some more. It 
speaks volumes for the man that between 
patience, tenacity, his well-documented 
optimism, perhaps a little opportunism, 
and the fact the China’s transition is ac- 
celerating rapidly in his favor, he has not 
only stuck around but turned around the 
business. By staying in China and working 
things out, he has won my respect and ad- 
miration. And for documenting the story 
so well, so does Mr. Clissold. 





NORTH KOREA: 
THE PARANOID PENINSULA 
by Paul French 
Zed Books, 256 pages, $65 


DIVIDED KOREA: TOWARD A 
CULTURE OF RECONCILIATION 
by Roland Bleiker 
University of Minnesota Press, 
179 pages, $27.95 
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Reviewed by TIMOTHY SAVAGE 

N THE CURRENT wave of demo- 
cratic triumphalism, it is tempt- 

ing to look hopefully for the end 
of Kim Jong Il’s North Korea, surely one 
of the most odious regimes on earth. Af- 
ter a decade marked by famine, econom- 
ic decline, increasing refugee flows and 
pursuit of nuclear weapons, advocates of 
bringing North Korea into the internation- 
al community are increasingly on the de- 
fensive. Much of what is written and said 
about Pyongyang these days is heavy on 
moral indignation and light on a nuanced 
understanding of the current situation on 
the Korean Peninsula. These two books, 
however, buck the trend by substituting 
cogent, objective analysis for simplistic 
soap-box moralizing. 

Mr. French, a director of Access Asia, 
has undertaken a historical study of North 
Korea’s economy. While it breaks no new 
ground, The Paranoid Peninsula is a com- 
prehensive and eminently readable anal- 
ysis covering what is known about the 
situation in the highly secretive North. 
While focusing on economics, Mr. French 
does not neglect the political, ideological, 
and international factors that explain how 
North Korea came into its present dire 


exe Mr. Savage is senior analyst at the North East 
Asia Office of International Crisis Group, the 
international conflict prevention organization. 
The views expressed here are his own. 
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Mr. Bleiker advocates engaging North Korea as a means of 
reducing the danger inherent in the current situation. 





circumstances. The book thus serves as 
a valuable resource for anyone seeking a 
fuller understanding of North Korea. 

Mr. French lays the blame for North 
Korea’s economic collapse squarely at 
the feet of its adherence to a command 
economy: 


The D.P.R.K. has failed not primarily be- 
cause it is run by a leadership obsessed 
with the cult of personality or because it 
is a one-party state devoid of democracy, 
though neither of these truisms has helped 
its development, but because it subscribes 
to the failed concept of the Soviet-inspired 
socialist command economy that insists 
on a centrally planned system. 


In the North Korean case, central plan- 
ning has taken a peculiar form under the 
unique ideology of juche. He demonstrates 
how North Korean ideologues borrowed 
from Stalinism, Maoism and Confucian- 
ism to construct a nationalistic doctrine 
emphasizing independence from outside 
powers and unquestioning loyalty to the 
Great Leader, Kim Il Sung and his son 
and successor, Kim Jong Il. Mr. French 
describes juche as a “state religion” and 
considers it a “straitjacket preventing the 
country from moving away from the rigid 
central economy and military-first line.” 

. Indeed, Mr. French sees little hope for 
economic reform or recovery in North 
Korea. The dynastic succession makes it 
difficult for the Pyongyang leadership to 
distance itself from the mistakes of the 
past in the same way as post-Mao China 
or post-Stalin Russia did. 

Clearly, North Korea is more interested 
in the Chinese model, where economic re- 
structuring has been accomplished under 
continued one-party authoritarian rule, 


than the Russian one, where simultane- 
ous attempts at reform and opening led 
to the collapse of the Soviet system. But, 
as Mr. French points out, the Chinese re- 
forms under Deng Xiaoping were success- 
ful largely because China’s vast geography 
allowed for experiments with capitalism 
to take place far from the center of politics, 
something that obviously cannot be repli- 
cated in small, centralized North Korea. 
The desire to isolate the populace from 
ideological contamination by the outside 
world largely accounts for the failure of 
North Korea’s first two attempts to build 
special economic zones, at Rajin-Songbon 
on the east coast and at Sinuiju near the 
Chinese border. 

Those expecting to find support for re- 
gime change here will be disappointed, 
however. Mr. French sees little possibility 
that the “mass exodus strategy” preferred 
by some would lead to an East German- 
style collapse. Nor does he consider regime 
collapse as a goal to strive for, consider- 
ing the enormous costs it would impose on 
Koreans both North and South: 


The current vogue for “regime change,” 
first strikes and active antiproliferation 
measures featuring “boots on the ground” 
strategies would do little other than kill 
North Koreans and create a humanitar- 
ian, financial and political crisis for East 
Asia. 


What then should be the preferred ap- 
proach for dealing with North Korea? 
Readers looking for an answer to this 
question will be disappointed. After ques- 
tioning the likelihood both of reform and 
collapse scenarios, Mr. French ultimately 
takes no position on the engagement-or- 
confrontation debate. The reader is thus 
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left with a lot of pessimism but no guide- 


lines for the way forward. 
ily descriptive in nature, Roland 

Bleiker, a former member of the 
Swiss delegation to the Neutral Nations 
Supervisory Committee that helps over- 
see the Korean War Armistice, is decid- 
edly prescriptive. Mr. Bleiker believes that 
the now 60-year-old confrontation on the 
Korean Peninsula derives from a “fun- 
damental but largely ignored tension be- 
tween the idea of Korean identity and its 
rather different practical application.” As 
he sees it, the Korean beliefin the homoge- 
neity of the population is at odds with the 
reality of 60 years of separate ideological 
and political development. “It portrays the 
division of the peninsula as a temporary 
disruption of Korean identity and assumes 
that unification will eventually recover the 
lost national unity.” 

The problem, of course, is that the very 
different experiences of the people on the 
two halves of the peninsula make integra- 
tion highly problematic. Pointing to the 
German case, Mr. Bleiker notes, “The long 
process of socialization under the commu- 
nist regime showed its real power only af- 
ter its demise, because for many people its 
worldview was the only one available to 
interpret and deal with the new situation.” 
Given that the amount of political indoc- 
trination in North Korea dwarfs that of the 
former East Germany, integrating North 
Koreans into a unified, democratic, and 
capitalist Korea would be even more diffi- 
cult, as seen in the many problems faced by 
North Korean defectors in South Korea. 

Mr. Bleiker also criticizes the Unit- 
ed States for letting its anti-North Kore- 
an rhetoric drive its policy making. “The 
rhetoric of evil moves the phenomena of 
rogue states into the realm of irrational- 


F MR. FRENCH’S book is primar- 





ity.” In other words, by ramping up the 
rhetoric against North Korea, Washing- 
ton only makes it more difficult to find a 
realistic solution to a dilemma that is dif- 
ficult enough as it is. 

This was demonstrated most recent- 
ly by U.S. Secretary of State Condoleez- 
za Rice’s refusal to apologize for calling 
North Korea an “outpost of tyranny” as a 
condition for restarting nuclear negotia- 
tions. Ms. Rice’s argument that one need 
not apologize for stating the truth may 
have some merit, but by making the state- 
ment in the first place she only hurt the 
chances of resuming talks that the U.S. 
says it wants to hold. 

Mr. Bleiker’s solution to the security 
dilemma is to promote an “ethics of dif- 
ference.” This is essentially the same as 
former U.S. Defense Secretary William 
Perry’s prescription for dealing with 
North Korea “as it is, not as we would 
wish it to be.” Mr. Bleiker advocates en- 
gaging North Korea as a means of reducing 
the danger inherent in the current situa- 
tion and building a long-term reconcilia- 
tion between the two Koreas. In that, his 
prescription closely mirrors the engage- 
ment policy currently being pursued by 
the South Korean government. 

If both books have a common flaw, it is 
in their analysis of the situation in South 
Korea. Because of inevitable publication 
delays, both books miss the rapid political 
changes that have emerged in South Ko- 
rea since the 2002 election of President 
Roh Moo Hyun. Mr. Bleiker argues that the 
protest movement of the 1980s “remained 
marginal” and that the state retains its pri- 
macy over civil society, missing the degree 
to which former democracy activists and 
NGO leaders have come to dominate South 
Korean politics. Mr. French writes that the 
new president’s “supposed anti-American- 
ism did not last after the election and he im- 
mediately sought to repair and strengthen 
bilateral relations,” when in fact the U.S.- 
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Ms. DeWoskin is an acute observer of how huge social 
shifts have impacted the lives of Beijing’s young people. 





South Korea relationship has continued to 
deteriorate during his tenure. 

Mr. French also has no real analysis of 
the prospects for the success of the Kae- 
song industrial zone, which ifnothing else 
has the determined backing of the South 
Korean government to differentiate it from 
the previous failed attempts at establish- 
ing SEZs. Both books miss the emerging 
consensus in South Korea which recently 
led Park Geun Hye, the opposition leader 
and daughter of late dictator Park Chung 
Hee, to argue for engagement during a 
trip to the United States. Understanding 
this consensus is vital, as ultimately it is 
the people living on the Korean Peninsula 
who will determine its future. 


FOREIGN BABES IN BEIJING: 
BEHIND THE SCENES OF A NEW CHINA 
by Rachel DeWoskin 


W.W. Norton, 304 pages, $24.95 
HE COVER OF Foreign Babes in 
Beijing depicts a mini-skirted 


wer 
Reviewed by MARIA MA 
woman in fishnet stockings and 
. Stilettos standing astride her lover in a 
bedroom. Yet Sex in the Hutongs this is 
not. Rachel DeWoskin’s memoir is well- 
written, entertaining and weightier than 
its jacket art suggests. 

Mainland Chinese readers will re- 
member Ms. DeWoskin from her role in 
the popular 20-episode television series 
which lends its title to the book. Ms. De- 
Woskin played Jiexi, an exchange student- 
cum-libertine who seduces and eventually 


finds true love with Tianming, a handsome 
but married Chinese man. Chinese audi- 


ences found the show’s straightforward 
depiction of marital infidelity, interracial 
romance and sexuality both scandalous 
and enthralling. 

Ms. DeWoskin was no stranger to Chi- 
na. The daughter of a prominent Sinologist, 
she had spent many childhood summers 
traveling throughout the country with her 
family. At Columbia University she studied 
Mandarin, and upon graduation in 1994 
she landed a job in Beijing as an account 
executive for a major American public re- 
lations firm. The story might have ended 
with her writing speeches and press re- 
leases for Western companies had she not 
been discovered, in true Hollywood style, 
at a local party. One slapdash audition lat- 
er, our heroine became the face of the West 
to more than 600 million television view- 
ers in the East. 

For readers anticipating tales of outra- 
geous culture clashes, the author does not 
disappoint. The Chinese, she learns to her 
embarrassment, do not enjoy public hug- 
ging. She has rather predictable encoun- 
ters with shocking foodstuffs. Through 
it all, she struggles to be an exemplary 
Western expat, a goal which turns out to 
be more difficult than imagined. She ex- 
pertly dissects the politically correct for- 
eigner’s conundrum: 


Visitors to a country who get angry about 
the unsavory or unfamiliar aspects of that 
country will be perceived as racist.... One 
choice is to celebrate even the most back- 
ward parts of a place, and name them ex- 
otic. And yet, ifthose parts don’t serve the 


es Ms. Ma, a former record company executive, 
is a candidate for a master’s degree in interna- 
tional affairs at Columbia University, specializ- 
ing in media and East Asia. 
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indigenous people or lack authenticity, 
then the celebration is pandering. If there 
is behavior you would never condone in 
your own culture, you condescend if you 
stand for it elsewhere. At the same time, 
it’s necessary to approach and describe 
your love ofa country’s relics, energy and 
habits with care lest you turn orientalist 
or fetishist. 


Ms. DeWoskin demonstrates self- 
awareness and humor as she navigates 
through China, and it is her likeability that 
helps lift Foreign Babes in Beijing above a 
mere compendium of an expatriate’s tra- 
vails. Still, she doesn’t skimp on the hor- 
ror stories. She is dismayed to learn, for 
instance, that the Chinese name she has 
chosen for herself, Ruigiu, roughly trans- 
lates as “Bumper Harvest.” She mistakenly 
describes her Mandarin language teacher 
to acrowd of co-workers as “circumcised,” 
instead of “strict.” She is aware, sometimes 
painfully, that she is as much an object of 
wonder and bemusement as the Chinese 
are to her. 

Much of her material revolves around 
the television drama she stars in. Ms. De- 
Woskin is fascinated by the reflection of 
Americans in the looking glass that is the 
Foreign Babes show. Her character, Jiexi, 
is the Chinese vision of the American 
Everygirl, with big hair, furs and an un- 
abashed sexual forwardness. Though Ms. 
DeWoskin protests this crude stereotyp- 
ing to her director, she is also reconciled to 
the idea of payback. Hollywood, after all, 
has served up decades of misguided fanta- 
sies about the Orient, from pliant concu- 
bines to diabolical dragon ladies. As Ms. 
DeWoskin wryly notes, “My role was to: 
play the exotic, mysterious femme fatale, 
relieving Eastern women momentarily of 
that chore.” 

Though the television show serves as an 
ever-present backdrop, the book is more 
than just a chronicle of a young Ameri- 
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can actress’s adventures in China. Ms. 
DeWoskin, after all, lived in Beijing from 
1994 to 1999, a time of tremendous change 
throughout the country. Rapid economic 
growth, increasing entrepreneurialism, 
greater contact with the West and the rise 
of a middle class had brought fresh ten- 
sions to Chinese society. 

Ms. DeWoskin writes about these 
changes from her unique vantage point as 
both a foreigner and a national celebrity. 
By now, many of these issues, including 
increasing divorce rates, the overall loos- 
ening of sexual mores and a newfound in- 
dividualism, have been well-documented. 
But even when treading familiar ground, 
she brings fresh perspective. 

She manages this by being an astute ob- 
server of how these enormous social shifts 
have impacted the lives of young people in 
Beijing. The memorable characters include 
Zhou Wen, a painter from the hinterlands 
who condemns the new consumption cul- 
ture while leading his own unorthodox 
lifestyle as an artist, and Anna, a young 
Chinese feminist whose “rebellion was 
against a general villain: What Was Ex- 
pected.” For young people in the new 
China, the author writes, “consumerism 
became a religion; companies arrived like 
missionaries, converting employees, test- 
ing advertising strategies, and seducing 
the average Zhou Schmoe with products 
he had never known he needed.” 

Many of Ms. DeWoskin’s stories are 
peppered with asides on Chinese history, 
literature, politics and policy. An anec- 
dote about a friend who sells office fur- 
niture prompts a digression into China’s 
household registration system and a pithy 
explanation of the danwei, or work units, 
that remain a central aspect of daily life 
for many. Anna’s hatred of societal con- 
straints and her forbidden love for Khalid, 
a young Saudi diplomat, provide an oppor- 
tunity to delve into the personal ramifica- 
tions of the one-child policy. 
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The growth of popular democracy prompted Taiwan and 
South Korea to implement universal health insurance. 
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Ms. DeWoskin covers many bases: the 
growth of nationalism, the emergence of 
the consumption economy and the debate 
over human rights. She offers up statistical 
evidence to back her claims, and even in- 
cludes several pages of endnotes. Foreign 
Babes does have its share of racy bits, but 
it is not your average tell-all. 

Most of the innumerable new books 
and articles on China focus exclusively on 
politics, or business and finance. Ms. De- 
Woskin’s contribution to such a vast sub- 
ject may be modest, but it is informative 
and engaging. Readers who buy the book 
based on its spicy cover art will find it sur- 
prisingly substantial. Those of us seeking 
insights into modern China may be unex- 
pectedly titillated. Everyone else can wait 
for the movie. 


HEALTHY DEMOCRACIES: 
WELFARE POLITICS IN 
TAIWAN AND SOUTH KOREA 
by Joseph Wong 


Cornell University Press, 209 pages, 
VER THE PAST decade, the ac- 
cepted wisdom on the important 


$39.95 

Ow 
Reviewed by Jon LIDÉN 

O question of when Asian countries 

should invest in the health of their popula- 

tions has fundamentally changed. 

The mantra right up to the Asian crisis 
of 1997 was that the demands of building 
physical infrastructure and cutting gov- 
ernment spending to offer attractive tax 
incentives for foreign investors meant that 


spending on health and education could 
only begin in earnest once middle-income 


status had been reached. However, grow- 
ing evidence about the economic burden of 
disease on developing economies brought 
achange in thinking around the late 1990s. 
Through new ways of measuring the eco- 
nomic loss due to disability as well as 
death—mainly developed by a group of 
Harvard economists and health experts 
for the World Bank—it became clear that 
epidemics like Arps, tuberculosis and ma- 
laria, but also increasingly lifestyle diseas- 
es like cancers, diabetes and heart disease, 
can actually shave as much as one or two 
percentage points off a developing nation’s 
annual GDP growth. 

It also became clear that the countries 
that had been held up as poster children 
for the “riches-through-foreign-invest- 
ment” model, like South Korea, Taiwan 
and Malaysia, actually had made substan- 
tial investments in health and education 
in the decades preceding their economic 
take-offs. Over the past few years, it has 
become an accepted fact that health is a 
cornerstone of development. To grow, 
countries like Vietnam and Indonesia 
need to invest in health as well as in roads 
and power plants. 

However, just because countries should 
invest in health doesn’t necessarily mean 
that they will. And besides, there are no 
guarantees that investments in health, 
once made, will be carried out in a man- 
ner that benefits everybody. So why, asks 
Joseph Wong, an assistant professor of po- 
litical science at the University of Toronto, 
did two of the thoroughbreds in the glob- 
al economic race—South Korea and Tai- 





=~ Mr. Lidén is head of communications at the 
Global Fund to Fight ais, Tuberculosis and Ma- 
laria in Geneva. He is a former Philippines cor- 
respondent for The Asian Wall Street Journal. 
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wan—establish extensive welfare states 
over the past 15 years? Why indeed, at a 
time when global competition was heating 
up, and China in particular was fast com- 
ing up from behind and breathing down 
their necks. 

The answer, Mr. Wong argues in his 
meticulous and detailed book, Healthy 
Democracies, is the growth and matu- 
` ration of real popular democracy in the 
two countries. Within both countries, the 
emergence of new groups with legitimate 
claims to defining government priorities 
and a need to compete for the support of 
the voting population brought new dy- 
namics into a political culture that until 
the late 1980s (South Korea) and mid 1990s 
(Taiwan) had been dominated by a small 
elite that could define narrow priorities of 
economic growth and stability. 

Many would argue that with both Tai- 
wan and South Korea approaching indus- 
trialized-nation status, the development 
of universal medical insurance programs 
was just a natural step in their develop- 
ment. Mr. Wong acknowledges this, but 
in his eagerness to make a political rather 
than an economic argument, he rather un- 
derplays it and thus weakens the overall 
strength of his reasoning. 

But he is right when he says that eco- 
nomics alone does not explain why both 
Taiwan and South Korea chose to go down 
the road of universal, redistributive and 
publicly administered health-insurance 
programs, turning their backs not only on 
the practical solutions preferred by the 
U.S., but also on the underlying philoso- 
phy of the American system and of the 
general tendency toward privatization and 
individually focused options which domi- 
nated the overall U.S. (and Asian) think- 
ing pretty much from the Reagan era until 
this day. 

Through nearly 200 dense pages, Mr. 
Wong describes the two different pro- 
cesses which led to the appearance of 


welfare states in South Korea and Tai- 
wan. Unfortunately, Mr. Wong writes 
predominantly for his colleagues in aca- 
demic political science, and so academic 
jargon and an urge to dress up straight- 
forward social phenomena in highly the- 
oretical language make reading this book 
like cutting a path through the jungle— 
painful and slow. 

That is a shame, because hidden un- 
der the dense canopy of language are very 
important lessons for policy makers, civil 
servants, politicians and interest groups, 
from Beijing to Jakarta. Through the 
comprehensive description of who influ- 
enced whom, who proposed ideas and who 
pushed them through the political process 
and why they succeeded, Mr. Wong pro- 
vides an understanding of social and po- 
litical dynamics in emerging democracies 
that would be very useful for those who 
want to maneuver their priorities through 
in Thailand and Indonesia, and those who 
would want to get the process started in 
China and Vietnam. 

The key, says Mr. Wong, is to under- 
stand that change is not the result of the 
unstoppable force of a radical and/or 
loud minority, but of the complex trad- 
ing of ideas among networks of political 
groups with divergent interests in a way 
that changes national priorities. Political 
groups are not confined to political par- 
ties, but also include such entities as pa- 
tients’ groups, NGOs, academic institutions 
and the bureaucracy, which in a democra- 
cy all play a role in the political arena. 

Read in another way, Mr. Wong’s book 
becomes a beautiful illustration of how a 
free and popular vote is only the first step 
toward democracy, but how, once politi- 
cal groups gain power through democrat- 
ic means and adhere to a nonviolent and 
transparent discourse, the people will 
eventually be the winners. 
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Ms. Price started her research as a Smedley sympathizer, 


but the facts she uncovered led her to a different conclusion. 





THE LIVES OF AGNES SMEDLEY 
by Ruth Price 
Oxford University Press, 498 pages, $35 
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Reviewed by JONATHAN FENBY 
MONG THE WESTERNERS who 
went to China to aid the cause 


of communism, Agnes Smedley 
was an extreme case. Though there can be 
no doubting her commitment to what she 
liked to refer to as the “masses,” it is hard 
not to conclude, as one reads this fine bi- 
ography, that she was also using the cause 
to seek personal fulfillment and to satisfy 
the fragile ego sheltering behind her force- 
ful exterior. 

The intensely personal nature of Smed- 
ley’s quest precluded her from ever be- 


coming the kind of disciplined agent 
Stalin and Mao required. She was dis- 


trusted by the Communist hierarchy in ` 


Moscow and ultimately rejected by her 
idols in the Chinese Communist Party. In 
the end, despite her active involvement in 
the cause in Berlin, Moscow and China, 
her story is a sad one. 

Ruth Price, an American writer and 
teacher, put 15 years of research into this 
well-written and well-plotted book—and 
it shows. She follows each twist and turn 
of Smedley’s life, from her childhood in 
the mining country of Colorado through 
her involvement with Indian revolution- 
aries in the early 20th century to her time 
in Moscow and Berlin before she reached 
China by train across Siberia at the end of 











os Mr. Fenby is the editor of earlywarning.com 
and a former editor of the South China Morning 
Post. He is the author of Generalissimo: Chiang 
Kai-shek and the China He Lost, which has just 
been rereleased in paperback by Free Press. 


1928. There she soon plunged into the of- 
ten dangerous world of dissident politics in 
Beijing and Shanghai. It is an enthralling 
story of a world of émigré revolutionaries 
who often had only a handful of followers 
and spent much of their time and effort 
feuding. 

In the years before her death in 1950, 
when Smedley lived in the United States 
and then in Britain, she became the cen- 
ter of fierce controversy. She was accused 
by members of General Douglas MacAr- 
thur’s staff of having been a communist 
agent—to which her defenders insisted 
that she had merely been a writer and 
journalist who sympathized with the un- 
derdog. Smedley herself adopted an angry, 
injured tone in response, and, before this 
book, she was widely seen as the victim of 
a smear campaign. 

As she makes plain in her introduction, 
Ms. Price started her research as a Smed- 
ley sympathizer, believing that the accu- 
sations of working for communism were 
misplaced. However, even though the au- 
thor retained a strong identification with 
her subject’s aspirations, the facts she un- 
covered led her to a very different con- 
clusion. This makes the book a personal 
journey of sometimes painful discovery 
by the author, adding to the depth of the 
narrative. 

By joining up the dots of the interna- 
tional communist body, the Comintern, 
Ms. Price shows beyond doubt that Smed- 
ley did work for Soviet intelligence, which 
was keen to make the most of the protec- 
tion afforded by her American passport, 
as well as the opportunities created by her 
status as a journalist. The way in which 
her American and international defend- 
ers rushed to support her in the 1940s 
and 1950s without any real evidence at 
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their disposal is a telling example of how 
well-meaning liberals can be as predis- 
posed as anybody else to the herd men- 
tality. The author Katherine Anne Porter, 
a friend, had it about right when she said 
that Smedley was “a dupe [who] must 
know that in every country she adores so, 
she would have been sent to a labor camp 


or put to death if a man corresponding in 


power to General MacArthur had accused 
her of treason.” 

Smedley might have pleaded initially 
that the Comintern was laboring for the 
downtrodden across the world. But when 
the organization became a blunt instru- 
ment for Stalin, she did not pull back, and 
in Shanghai worked for the Soviet spy ring 
run by Richard Sorge, one of her many lov- 
ers. Clearly, she was just the agent that 
MacArthur’s men alleged her to be. 

The book also thoroughly recounts 
Smedley’s time with the Chinese Commu- 
nists in Yan’an, where she scandalized the 
wives by organizing dance classes, before 
going on to spend time with both the main 
Red Armies. Her reporting from the Com- 
munist-controlled areas provides rare raw 
material that has undoubted value. But, 
as with so much else about her, one has to 
ask where the journalism stopped and the 
propaganda took over. Having adapted the 
story of her early life to fit the ideological- 
ly correct portrait she wanted to present 
to the world, she often enjoyed a tentative 
relationship with reality, colored by the 
very emotional investment she made in 
the causes she backed. 

On occasion, the author appears to 
fall into the same trap. Some of her ref- 
erences to 20th century Chinese history 
belong to the black-and-white, conven- 
tional wisdom of the Maoist period—for 
instance in the rosy depiction of Sun Yat- 
sen’s government in Canton, the absence 
of any questioning of the Communists’ 
version of the war against the Japanese, 
or any mention of the purges already un- 
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derway in the Yan’an base. But these are 
small blemishes in a book which manages 
both to establish the uncomfortable truth 
about its subject and to paint a touching 
picture of somebody who desperately 
needed love and acceptance, but could 
only find it by becoming the tool of some 
deeply unlovely men. 


HUSBAND OF A FANATIC: 

A PERSONAL JOURNEY THROUGH 
INDIA, PAKISTAN, LOVE AND HATE 
by Amitava Kumar 
The New Press, 320 pages, $24.95 


> 


Reviewed by SALIL TRIPATHI 

BUS JOURNEY IN the Indian sub- 
continent across mountainous 

terrain can be hazardous even 
in good weather and at the best of times. 
But a bus leaving Srinagar in early April 
was embarking on a particularly danger- 
ous route. It was to reach Muzaffarabad 
by crossing over the line of control, which 
divides Kashmir between India and Paki- 
stan. The two nations have fought three of- 
ficial (and one unofficial) wars since their 
independence from the United Kingdom 
in 1947, and Kashmir is a potential nuclear 
flashpoint. 

The bus journey could ultimately prove 
as significant as the first blows struck on 
the Berlin Wall, coming on top of cultural 
exchanges and a tour of India by Pakistan’s 
cricket team. The wall between India and 
Pakistan hasn’t tumbled down and is un- 
likely to do so immediately, but the ride 
was meant to achieve something concrete: 
allow the people of the estranged neigh- 
bors to meet one another. 





ee Mr. Tripathi is a free-lance writer based in 
London. He was formerly a REVIEW correspon- 
dent in Singapore. 
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Mr. Kumar raises uncomfortable questions about India’s 
secularism, Hindu nationalism and Pakistan’s religiosity. 
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It was no surprise, then, that despite 
the high-security precautions, extremists 
set out to bomb the guest house where pas- 
sengers stayed. Luckily, no one was hurt, 
and the bus continued its journey the fol- 
lowing morning. 

The violence was consistent with the 
fanatics’ tactics over the past six decades. 
They want to emphasize, again, the dif- 
ferences between Indians and Pakistanis. 
War-mongering has its uses. It has allowed 
both countries to push aside more press- 
ing development concerns by keeping their 
defense budgets sacrosanct. And it has giv- 
en a platform to jingoists on both sides, so 
that they can vilify the pacifists. 

The strategy works through a per- 
verse masterstroke: both governments 
have made nonofficial ties between the 
countries almost impossible to establish. 
Pakistan is more adamant about this, but 
India’s record is only marginally better. 
It is difficult to trade, travel, or commu- 
nicate across the border. Most Indians, if 
they meet a Pakistani at all, do so abroad, 
as students at a foreign campus, or as pro- 
fessional colleagues in a multinational 
company, or as co-workers in backbreak- 
ing jobs in the Persian Gulf. 

Early in this remarkable book, Amitava 
Kumar, a professor of English at Pennsyl- 
vania State University, writes about a fe- 
male Pakistani acquaintance in New York 
called Shabnam, who wants a visa to visit 
friends in India. The Indian officials want 
incredibly detailed information about the 
districts she would visit and the local con- 
tacts she would meet. Exasperated, she 
tells Mr. Kumar: “These people have found 
a strategy. Ifyou stop friends from visiting, 
you also keep folks hating each other.” 

Mr. Kumar happened to fall in love with 
an academic named Mona Alia few years 





ago. He was a Hindu from India, she a 
Muslim from Pakistan, and they met the 
only way it was possible—abroad. Even as 
their relationship progressed on a pleas- 
ant trajectory, relations between their two 
countries’ governments worsened. A weak 
civilian government in Pakistan was try- 
ing to shore up its credibility by aiding 
the decade-old insurgency in Kashmir. 
After several years of weak coalitions in 
India, the Hindu nationalist Bharatiya 
Janata Party cobbled together a credible 
alliance, and promptly exploded nuclear 
bombs. Pakistan returned the favor a few 
weeks later. In 1999, the two countries 
fought what almost became a full-scale 
war in Kargil. 

And all this time, Mr. Kumar, a secu- 
lar Indian liberal, was irrevocably in love 
with Ms. Ali. The Kargil War didn’t stop 
their marriage. Nor did their families. 
However, Mr. Kumar went along with a 
charade of a religious conversion, adopting 
the name Safdar, because he was told had 
he not converted, their marriage would 
not have been deemed legal in Pakistan. 
In an honest and moving rendering of the 
thoughts that crossed his mind, Mr. Ku- 
mar confesses his ambivalence about his 
conversion, aware what a big deal it would 
be for his parents. They correctly told Mr. 
Kumar that they would not have expect- 
ed Ms. Ali to convert to Hinduism, but his 
mother also told him that now he had no 
right to criticize Hindus. 

Mr. Kumar wants to understand why 
his conversion, which he describes as in- 
sincere and fake, is such a big issue—not 
only for his mother, but also for hundreds 
of Hindu nationalists from the Indian di- 
aspora. He steps out of his ivory tower, and 
meets the paper tigers in their dens. He 
meets a foul-mouthed nationalist in New 
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York’s Jackson Heights, and a bigoted sci- 
entist at a university in New Jersey, both 
united in their hatred of Muslims. One of 
them even placed Mr. Kumar’s name on a 
hate-list posted on the Internet. 

And as Mr. Kumar embarks on this re- 
markable journey—among long-distance 
nationalists, victims of senseless carnage, 
fundamentalists and liberals, as well as 
the brave men and women who try to 
bridge the gap between the communities 
by following their heart—he creates a vivid 
portrait of the volatile region. He paints 
haunting images of relatives standing on 
rooftops, trying to see weddings of fam- 
ilies across the border; of blood relatives 
unable to attend funerals; of school chil- 
dren parroting prejudice unthinkingly; 
of war widows unable to rise above their 
grief for a peaceful tomorrow. 

In so doing, he raises uncomfortable 
questions about Pakistan’s contrived re- 
ligiosity, India’s perceived secular iden- 
tity and the inherent vacuity of Hindu 
nationalism. He also examines the fail- 
ure of India’s leftist and secular forces to 
capture the religious idiom—a skill which 
Mohandas Gandhi, India’s founding fa- 
ther, perfected. 

In the end, he returns to the white line, 
the border: 


The ideology of nationalism is an ideology 
of difference, a return to roots, a vision of 
wholeness. That’s why so many visitors 
to [that border] seem to take comfort in a 
white line painted on the ground. The line 
assures the viewer that the border exists, 
clearly defined and zealously protected. 


While some Indians and Pakistanis 
draw comfort from that line, Mr. Kumar 
grieves for those kept apart. But he does 
not adopt a holier-than-thou attitude. Af- 
ter talking to young Hindu nationalists 
who meet near his parents’ home, he notes 
with humility: 


It is impossible for me to dismiss the youth 

__«. even though I see them as my enemies. 
I am not about to sympathize with their 
beliefs, but it will be stupid of me to laugh 
at them, because those youth are as mod- 
ern as Iam. We are both products of the 
same forces. I left my small town and went 
abroad. I learned to speak the language 
of the world. They caught hold of the idea 
of nationalism and of citizenship—power- 
ful, modern ideas—and they are now us- 
ing them in a narrow way for their own 
ends in the small space left open to them. 
The market ... has come to them with the 
mantra of sameness. The youth have ac- 
cepted that, too. They believe in homoge- 
neity and are going to erase, they believe, 
all signs of difference from their land. It 
is frightening and wrong, but it is as real 
and as contemporary as that which has 
made me who I am. 


It is only when they cross the border— 
as traders, tourists or cricket fans—that 
the two peoples will be able to overcome 
its limits. Love, too, may follow. 


THE BUSINESS OF LOBBYING IN CHINA 
by Scott Kennedy 
Harvard University Press, 278 pages, 
$49.95 
er 
Reviewed by SIDNEY RITTENBERG, SR. 
UCKED AWAY IN this well-re- 
searched, carefully reasoned 
piece of scholarship are fresh, 
insightful observations on both econom- 
ic and political trends in Chinese soci- 


ety. China, as Mr. Kennedy points out, is 
a moving target: 


Whether predicting collapse or democra- 
tization, some observers have discerned 
a clear political future for China. The evi- 
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Mr. Kennedy reveals a Chinese economy increasingly 
full of interaction between entrepreneurs and bureaucrats. 





dence garnered from this study suggests 
that agnosticism is a more appropriate 
position. 


China today reminds me of a brightly 
colored rainbow snake I saw changing its 
skin when I was a little boy. I saw the ser- 
pent halfway out of its old skin, with an 
elegant, brightly mottled new front half, 
while the drab, moldy old skin still clung to 
its rear section. It was taking the only path 
open to it for self-renewal—slowly, pain- 
fully crawling out of its own skin. 

China’s leaders for the past two and a 
half decades have described this transition 
as “groping for the stones to cross the riv- 
er.” The river separates a prosperous, dem- 
ocratic version of the world’s oldest, most 
populous country from its dictatorial past 
and its betwixt-and-between present. 

As one step in this historic process, the 
current team of Hu Jintao and Wen Jia- 
bao are trying to balance economic growth 
with social welfare, to correct the severe 
imbalances of the past. They face stub- 
born challenges. They must reverse the 
still growing gap between urban and rural 
income, thus bringing another billion pro- 
ducers and consumers into the three hun- 
dred million strong modern marketplace. 

They must also expand and revitalize 
the dialogue between leaders and led, be- 
tween government and all sectors of the 
population, in order to strengthen the rep- 
resentative nature of the government. This 
is especially important where China’s in- 
tensely loyal and immensely valuable. in- 
tellectuals are concerned—I have never 





œ~ Mr. Rittenberg is a business consultant based 
in Seattle. In 1946, he became the first and only 
American citizen admitted to membership in the 
Chinese Communist Party. 


encountered one of them who would want 
to see the country in turmoil. All of them 
need encouragement and support. China’s 
future demands that they should not live 
in fear. 

At present, the dialogue seems recently 
to be contracting rather than expanding, 
but it is my belief that this is temporary, 
and what will follow is more freedom. My 
confidence is based on the fact that the 
present leaders devote an extraordinary 
amount of time and energy to collecting, 
reading, and hearing opinions and de- 
mands from all over.the lot. 

Chinese leaders’ concern for stability 
and social harmony is understandable. 
How to expand the dialogue without 
plunging the country into chaos is a legit- 
imate concern. But here, the old Chinese 
saying is useful: “Going slow is fine, stand- 
ing still is not.” 

Scott Kennedy’s book is a thoughtful 
examination of the ways and the extent to 
which business in China influences govern- 
ment policy. He seeks answers from reality, 
rather than imposing preconceived para- 
digms. For that reason, I found it a model 
of social investigation and reporting. 

Contrary to the impression some- 
times given of a monolithic command re- 
gime, the author’s investigation reveals an 
economy increasingly full of interaction 
between entrepreneurs seeking advanta- 
geous policies and bureaucrats striving to 
manage the economy according to their 
own doctrines. 

A current case in point is the lengthy 
debate among Chinese regulatory authori- 
ties and the four state-owned telecom gi- 
ants. At stake is the continued high-speed 
growth of China’s modern telecommuni- 
cations, along with their gradual exten- 
sion into the global marketplace. 





Reviews 





Fa 





government authorities have been aban- 
doned, due to resistance from the carri- 
ers. The granting of 3G licenses has been 
delayed time and again, as some key strat- 
egists, Chinese and foreign, argue that 
China should continue to deploy its 2.5G 
system and wait for the 4G or 5G technolo- 
gy of the future, rather than make the gar- 
gantuan 3G investments in a market whose 
effective demand for 3G is problematic. 

The lead story in the China Daily on 
April 5 announced a solution to restructur- 
ing the telecom industry: The four giants 
will be reduced to three, and 3G licenses 
will be issued. (Some Chinese telecom in- 
siders say this is still not the final word.) 

The important thing is that, in China, 
these matters can no longer be resolved 
by fiat from the top. They go through a 
complex process of lobbying, with hear- 
ings, debates, horse-trading, surveys and 
studies. 

Tangentially, the author also demon- 
strates that the rising entrepreneurial 
middle class, whether in the state-owned 
or the private economy, is a powerful force 
for democratization of the creaky old po- 
litical structure. But an increase in the po- 
litical power of the entrepreneurs does not 
automatically mean democratization, be- 
cause it may also lead to increased domina- 
tion by very large companies, which tend 
to have greater influence with the govern- 
ment, over the great majority of small- and 
medium-sized ones. 

It was Sun Yat-sen who nearly a century 
ago enjoined the leaders of the New Chi- 
na to prevent the domination of big mon- 
ey over politics—something with which 
we are all too familiar. The Hu and Wen 
team expects the monitoring role of the 
supposedly arms-length Party organi- 
zation and the negotiating power of the 
trade associations, along with individual 
contacts between business and govern- 
ment leaders, to play an important part in 
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Some restructuring plans conceived by 


maintaining a balanced economic policy. 
One stated objective of the current edu- 
cational campaign of Chinese Communist 
Party members is to hopefully strengthen 
this arms-length monitoring role. 

Mr. Kennedy’s study shows, graphical- 
ly, that applying simple formulas or ideo- 
logical preconceptions to the study of the 
Chinese economy can only lead to self-de- 
ception. It also illustrates the effectiveness 
of the objective, factual approach. 


PUBLIC ADMINISTRATION IN 
HONG KONG: REGIME CHANGE AND 
ITS IMPACT ON THE PUBLIC SECTOR 
by Ian Scott 
Marshall Cavendish, 496 pages, $37 


nw 


Reviewed by FRANCIS MORIARTY 
NTIL VERY RECENTLY, the 
terms “civil service” and “gov- 


ernment” were conterminous 
in Hong Kong. Or as Ian Scott puts it, the 
territory has been a rare example of true 
bureaucracy, i.e. rule by bureaus. But this 
system has come under attack since 1997, 
The recently resigned chief executive, 
Tung Chee Hwa, tried to reform the in- 
creasingly disjointed structure of gover- 
nance by creating a new Accountability 
System, in which the most senior officials 
were political appointees, and the civil 
servants would be “neutral” implementers 
of politically determined policies. It went 
into effect on July 2, 2002. Since then, 
there have been two mass protests, each 
by more than half a million people, and a 
handful of resignations by officials right at 
the very top. So has the reform worked? 


For your answer, consider that Mr. 
Tung is gone before his term ended, and 





es Mr. Moriarty is senior political reporter at 
Radio Television Hong Kong. 
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Reading Mr. Scott’s account of post-handover Hong Kong 


leaves one wondering how such a government could stand. 








‘the man set to replace him, despite a One 
Country-Two Systems lapel pin, is the very 
model of the British-trained civil servant. 
It appears that for now Beijing has decided 
to go back to the future, entrusting the ad- 
ministration into the hands of a civil ser- 
vice whose motto, if it had one, would be: 
“Trust us—we always know what’s best.” 

Consider too that Mr. Tung’s reform 
was intended to strengthen the execu- 
tive-led system by giving the chief execu- 
tive greater control over the civil service, 
especially the vaunted administrative of- 
ficer (ao) grade. . 

Yet the morning after Mr. Tsang took the 
reins, he held two key meetings: First came 
the executive councilors and the principal 

` officials; immediately afterward came the 
senior civil servants, in particular the Aos, 
the traditional cream of the bureaucracy 
and the pool from which high-fliers, like 
Mr. Tsang himself, were drawn. His offi- 
cial message was to appeal for stability and 
harmony, but as a smiling ao put it: “He 
wants us to rally behind him.” How will 
Mr. Tsang rally these promising officers 
if he follows the Tung path—denigrating 
the civil servants, then praising them, then 
cutting salaries, increasing workloads and 
diminishing career prospects? 

Mr. Scott has studied the Hong Kong 
civil service for more than 20 years, and 
his book could hardly be better timed. He 
is an academic, and his work is well anno- 
tated—63 pages of footnotes. More surpris- 
ing in a scholarly work is a clear, concise 
and well-organized style that makes read- 
ing this lengthy volume a pleasure. His 
narrative of the Ao grade and its role in the 
administration is instructive, and should 
have civil servants nodding their heads in 
agreement as frequently as they’ll be hold- 
ing their heads in dismay. 


This book is of use to a far wider au- 
dience than civil servants. While it is far 
from complimentary to the British, about 
whose governance he harbors no illu- 
sions, reading Mr. Scott’s account of the 
eight Tung years leaves one wondering 
how any government with this record 
could stand. It’s a blow-by-blow account 
of a regime acting, albeit sometimes with 
good intentions, in ways that cut directly 
across the grain of every institution and 
stratagem built by the British to create a 
sense of moral legitimacy where, in fact, 
there was none. 

The post-handover regime has acted 
to weaken the public’s view of the Inde- 
pendent Commission Against Corruption, 
the Equal Opportunities Commission, the 
Director of Audit and the Office of the 
Ombudsman. It tried to intimidate an aca- 
demic pollster (and university colleague of 
Mr. Scott) into silence, a move that result- 
ed instead in the resignations of the top 
two university officials. It has abolished 
municipal councils, distorted consultative 
processes, withheld sensitive information 
or engaged in selective release. 

The Tung administration’s insistence 
on pushing national security legislation 
blew up because it was viewed as frontal 
assault on the deal that had upheld Brit- 
ish rule so long: You leave us alone in the 
middle of the night and let us get on with 
our lives, and we let you govern—so long as 
you do it reasonably well. There has been 
disjunction between this administration’s 
words and deeds. This is not to mention 
the controversies involving selective pros- 
ecution, the courts and the rule of law. 
The dreary, well-documented catalogue 
of blunders goes on. 

It comes down to this: 


C A 7 





io Sen 





www.feer.com 





[U]ntil the relationship between the peo- 
ple and its government is addressed, and 
there is evidence that the problems of con- 
sent and of legal and moral authority have 
been accommodated within a political 
framework in which executive authority 
is properly accountable, Hong Kong will 
continue to face a crisis of legitimacy. 


What’s needed for constitutionalism, 
it would seem, is a real constitution. Giv- 
en the resistance even to amending the 
present Basic Law, the chances for a con- 
stitution constructed by popular partic- 
ipation appear at best dim. And so the 
crisis continues. 


SIGHTSEEING 
by Rattawut Lapcharoensap 
Grove Press, 250 pages, $22 


THE TRAIN TO LO WU 
by Jess Row 
Dial Press, 208 pages, $23 


Se 


Reviewed by MISHI SARAN 

HE OLD WESTERN-CENTRIC 
world order has blown apart, 

and it’s high time this was re- 
flected gracefully and unself-consciously 
in the English-language literary fiction of 
Thailand and Hong Kong. These two short 
story collections, both written by new au- 
thors, jump into the breach with sumptu- 
ous offerings. 

If Alex Garland’s The Beach used Thai- 
land as a backdrop for an evisceration of 
farang backpackers, Rattawut Lapcha- 
roensap in his debut collection Sightseeing 
swings his viewfinder to the Thai urchins 
who might have played by the roadside in 
the movie. These are delicately built sto- 
ries, often told from the point of view of 
society’s most tenuous stratum—its chil- 
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dren. Doubtless that is how Mr. Lapcha- 
roensap conjures such an intense feeling 
of powerlessness. 

His characters teeter on the brink of 
adolescence, both repelled and attracted 
by it. They are swept along by events they 
have not chosen, in directions they cannot 
imagine, able only to shake small fists of 
fury and scrabble among the debris left by 
more destructive, less noble adults: 


That almost broke me. I wanted to end the. 
entire thing right then and there. I wanted 
to go into that chicken house and wring 
the neck of every goddamn cock sleeping 
in its coop. But instead I just got on my 
bike and pedaled off to school. 


Mothers loom large too (the book is 
dedicated to Mr. Lapcharoensap’s mother, 
Siriwan Sriboonyapirat), but in the stories, 
they are in pain—sick, overworked or van- 
ishing into grief, and not much help at all 
with the conflict du jour. 

Such hopeless tribulations cloak each 
vignette in loneliness, the fate of those 
who are cultural kratoey, born into one 
world but moving in another. Don’t Let Me 
Die In This Place, among the more touch- 
ing of the seven stories, is told (unusually 
for Mr. Lapcharoensap) through the eyes 
of an aging, invalid white man who has 
had to leave his home in the West and head 
to Bangkok to live with his son and Thai 
daughter-in-law and their “mongrel” chil- 
dren. Mr. Lapcharoensap perfectly nets 
the persona of the grumpy grandfather 
fighting the foreignness of Bangkok, and 
then slowly reaching for balance. 

The ingredients of At The Café Lovely 
are simple: Just a boy and his older broth- 





a Ms. Saran is a free-lance writer based in 
Seoul, and a former books editor of the REVIEW. 
Her book Chasing the Monk’s Shadow: A Jour- 
ney in the Footsteps of Xuanzang has just been 
released by Penguin Books India. 
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Mr. Row’s stories seek out the silent point of paralysis in life, 
where questions have ended but no answers have emerged. 








er, a motorcycle and a night out. But the 
story settles at the back of your thoughts 
and shards keep surfacing like unexpected 
guests. Luckily, Mr. Lapcharoensap injects 
the pages of his book with fizzy irrever- 
ence—not to mention rich, well-timed ex- 
pletives—which save the tales from sinking 
into morose navel-gazing. Besides, who can 
resist a pet pig called Clint Eastwood? 

In Farangs, Mr. Lapcharoensap writes 
archly: “Ma didn’t want me bonking a fa- 
rang because once, long ago, she had bon- 
ked a farang herself, against the wishes of 
her own parents, and all she got for her 
trouble was a broken heart and me in re- 
turn.” At a hefty 90 pages, the final story 
Cockfighter is more a novella, and while 
it canters at a page-turning clip as a fa- 
ther spirals into his obsession with fight- 
ing cocks, the ending lacks the emotional 
punch of the previous stories. 

It may not be fair to mention Mr. Lap- 
charoensap’s age, given the skill and craft 
of these stories, but he is an eye-popping 
26 years old, born in 1979, a full nine years 
after Alex Garland. His jacket-flap picture 
shows a toothy Thai youth with a floppy 
fringe and big glasses, looking astonished 
that somebody should photograph him. 
The biography lists a string of writing fel- 
lowships and says he was born in Chicago 
and raised in Bangkok, a fact that floats off 
the pages, obvious in his feel for the place. 
Lo Wu, acollection of Hong Kong 

stories, dive toward a darker un- 
dertow. They seek out the silent point of pa- 
ralysis in a person’s life, the part where the 


questions have ended but no answers have 
emerged. The first and most original of his 


oer 


ESS ROW’S TALES in The Train to 











stories, The Secrets of Bats, features a young 
Cantonese schoolgirl. Mr. Row begins: 


Alice Leung has discovered the secrets of 
bats: how they see without seeing, how 
they own darkness, as we own light. She 
walks the halls with a black headband 
across her eyes, keening a high C—cheat 
cheat cheat cheat cheat cheat—never 
once veering off course, as if drawn by an 
invisible thread. 


These, and other lines, send ripples of 
premonition as though the strings of a gui- 
tar were being tightened. And Mr. Row 
rarely falters. Even when you hold your 
breath through The American Girl, cross- 
ing fingers that it’s not more Cultural Rev- 
olution clichés recycled, he leaps over that 
trap to a singing, satisfying conclusion. 

There is a pleasing, taut discipline in 
Mr. Row’s sketches, as in the quiet story 
Revolutions: 


Fog chokes the harbor, and the world is a 
study in shifting grays: pewter, charcoal, 
newsprint. The nearest tower blocks are 
faint shadows. Hong Kong, he tells him- 
self, and an ache spreads through his 
chest, as if he’s swallowed ice water. Again 
he wonders how it is possible, to wake ina 
vacuum, in the absence of sound. 


And Mr. Row has been careful to touch 
different layers of Hong Kong’s serried ex- 
istence. The expat marriage exploding in 
slow motion, the African-American law- 
yer sent out to Asia to do his company’s 
dirty work, an old Chinese man remem- 
bering his student days in New York. 

As this too is a first book, some flaws are 
to be expected. The cornerstone of the col- 
lection, The Train to Lo Wu, feels a fraction 
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hollow. In it, a financially successful, unat- 
tached Hong Kong man falls in love with 
a mainland girl in Shenzhen. Technically, 
the story is superb. But it is missing some 
essential gi to make it rise and work, as 
though Mr. Row’s attempt to write about 
this Hong Kong man was driven too much 
by his head and not his heart. Still, even 
long-time Hong Kong residents will likely 
enjoy how Mr. Row has shuffled familiar 
and obscure angles of the place to create 
something fresh. 


ELECTRICITY REFORM IN 
CHINA, INDIA AND RUSSIA: 
THE WORLD BANK TEMPLATE 
AND THE POLITICS OF POWER 
by Xu Yi-chong 
Edward Elgar, 384 pages, $130 


aran 


Reviewed by PHILIP ANDREWS-SPEED 
HE LAST TWO decades of the 
20th century saw the explosion 


of an economic ideology which 
captured the minds, if not the hearts, of 
politicians, government officials and con- 
sultants around the world. Privatization 
of state-owned industries and the liberal- 
ization of markets were seen as forming 
the cornerstone of a progressive economy. 
Developed countries could free their gov- 
ernments of financial and administrative 
responsibilities, company managers could 
geton with running the business, and cus- 
tomers would receive better service at a 
lower price. For developing and transi- 
tion economies, the reforms would attract 
much-needed investment into these indus- 
tries and underpin the economic develop- 
ment of the nation. 

In no industrial sector has such reform 
proven so problematic and contentious as 


it has with electrical power, with the pos- 
sible exception of water supply. Two main 


reasons lie behind the notoriety of power- 
sector reform. 

The first is the peculiar nature of the 
industry itself: its capital intensity and 
economies of scale, the natural monop- 
oly character of transmission and distri- 
bution, that power cannot be stored on a 
large scale, and its critical importance to 
a modern economy. The second and more 
important factor was the speed and almost 
religious zeal with which the proponents 
of power-sector reform promoted the idea 
around the world. Further, they applied 
the key components of their “model” on all 
countries alike, with little discrimination 
between countries with quite different 
characteristics with respect to econom- 
ic development, political and legal struc- 
tures, and the state of the power industry 
itself. This enthusiasm on the part of the 
proponents of reform was in many cases 
matched by the enthusiasm of the recipi- 
ents of the advice. 

Xu Yi-chong’s book provides a provoca- 
tive analysis of the experience of China, 
India and Russia in their response to this 
barrage of advice to reform their power 
sectors. Each of these countries is a sig- 
nificant political and economic power in 
its own right, and yet has quite distinctive 
characteristics. 

The author is a political scientist and 
his book could be characterized as a politi- 
cal-science critique of the economists’ ap- 
proach to power-sector reform. Two key 
arguments run throughout the book. The 
first is that privatization and the introduc- 
tion of market mechanisms are neither 
necessary nor appropriate to the electrical 
power sectors of most developing and tran- 





os Mr. Andrews-Speed is director of the Centre 
for Petroleum, Energy and Mineral Law and 
Policy at the University of Dundee, Scotland 
and is author of Energy Policy Regulation in 
the People’s Republic of China (Kluwer Law 
International, 2004). 
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Power-sector privatization and market mechanisms 
are not appropriate for most developing countries. 





L 


sition countries. Yes, their power sectors 
have serious problems; yes, investment is 
needed; yes, better allocation of resources 
is desirable; and yes, radical measures may 
be required. But, rapid liberalization not 
only fails to address these challenges, it is 
likely to exacerbate the problems. 

The second argument is that, even if it 
is accepted that liberalization may indeed 
be appropriate, the World Bank and its 
cohorts have been too willing to apply a 
single model to a wide range of countries, 
with little regard for their political, legal 
and social distinctiveness and with inad- 
equate appreciation for the length of time 
needed to roll out such reforms. 

The book is structured by theme, rather 
than by country. The first two chapters set 
the scene by reviewing the key ideas which 
lie behind the “World Bank model” and 
how these ideas replaced the conventional 
view of electricity as being a public good. 
The highs and lows of the ozcp experience 
are documented, as are the key principles 
applied as the model was taken to devel- 
oping and transition countries. By the end 
of the second chapter, the reader should 
be struck by the audacity with which the 
model was being sold around the world as 
a panacea, when it had been applied in only 
a few OECD countries and in these cases the 
outcome was far from clear. 

The subsequent chapters provide sys- 
tematic accounts of, respectively: the eco- 
nomic, political and legal frameworks of 
the power sectors in each of the three case 
studies; the reasons for the reform; the 
reform of ownership; structural reforms; 
regulatory reforms; and reform compli- 
cations. The author successfully places 
these different components of the reform 
story within the political and institutional 
framework of each of these countries. 





Reviews 


Power-sector reform specialists may 
find some sections frustrating as the author 
sometimes glosses over or confuses issues 
which are critical to the reform process. 
For example, the chapter entitled structur- 
al reform appears to confuse the reform of 
the structure of the industry with the in- 
troduction of competition. These are two 
quite distinct components of reform which 
require separate analysis. 

That being said, the book provides a use- 
ful and stimulating view of a controversy 
that will stay with us for many years—not 
least because governments will be trying 
to work out how, having taken the initial 
steps toward reform, to move ahead. As 
Mr. Xu points out, once you have started, 
it is very difficult to reverse the reforms, 
you have to keep going. 


EXCHANGE RATES UNDER THE 
EAST ASIAN DOLLAR STANDARD: 
LIVING WITH CONFLICTED VIRTUE 
by Ronald I. McKinnon 


MIT Press, 288 pages, $35 
ner 
Reviewed by WANG XIN 
TANFORD PROFESSOR RONALD 
S| McKinnon’s latest book, a collec- 
tion of eight papers, focuses on 
exchange rates and their implications for 
financial stability and economic growth in 
East Asia. Combining in-depth theoretical 
exploration and vivid case studies of Ja- 
pan and China, it thoroughly analyzes the 
relationship between exchange-rate re- 
gimes and business cycles in this region, 





=~ Mr. Wang is a researcher on monetary eco- 
nomics at Tsinghua University in Beijing. 
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as well as yen appreciation and deflation 
in Japan. Building on his theory of “con- 
flicted virtue,” Mr. McKinnon elaborates 
his most noteworthy ideas: China should 
maintain a peg against the U.S. dollar, and 
East Asian economies should strengthen 
the U.S. dollar standard in the region. 

In the past, economists mainly focused 
on the problem of “original sin” in debt- 
or countries—namely, when they are un- 
able to borrow in domestic currencies in 
the international financial markets, both 
currency and maturity mismatches will 
occur. With accumulation of short-term 
foreign-exchange debts and deterioration 
of balance of payments, the stability of the 
domestic currency becomes less and less 
credible. A reduction of capital inflows and 
an increase of capital flight may lead to a 
currency crisis. 

Mr. McKinnon notes that, although 
many East Asian economies have become 
holders of huge amounts of U.S. dollar re- 
serves, they still face mounting exchange- 
rate risks. In this context, Mr. McKinnon 
raises the concept of conflicted virtue, or a 
“high saving dilemma” as he puts it. He ar- 
gues that any creditor country not able to 
invest abroad with its own currency may 
also encounter the problem of a currency 
mismatch. 

This is exactly what is happening to 
China, and indeed to many other East 
Asian economies since the Asian finan- 
cial crisis. The growing pressure on Chi- 
na’s currency to appreciate ties Beijing’s 
hands. If the yuan is allowed to appreciate, 
markets will have a strong expectation of 
further appreciation. In accordance with 
the theory of interest-rate parity, domestic 
interest rates will continue falling, driv- 
ing China eventually into a liquidity trap 
and deflation like Japan in the past decade. 
However, if the yuan is kept stable, foreign 
countries will take protectionist actions 
against China. 

Mr. McKinnon suggests that, in order 





to alleviate appreciation pressure on the 
yuan, China should take the current 8.28 
yuan-dollar rate as a long-term standard. 
The yuan could fluctuate in a narrow band, 
but market players should be convinced 
that the standard will last indefinitely. 

Mr. McKinnon gives a timely and 
thoughtful warning to East Asian credi- 
tor countries. Current account surpluses 
and the accumulation of huge U.S. dollar 
claims are not necessarily good things. On 
the contrary, they may lead to severe mac- 
roeconomic consequences. 

He also attaches great importance to 
exchange-rate expectation and its impact 
on such macroeconomic variables as inter- 
est rates and price levels. In China’s case, 
due to the positive interest-rate differ- 
ential between the yuan and key foreign 
currencies and the expectation of yuan 
appreciation, short-term capital has kept 
flowing in during the past several years. 
A mild appreciation of the yuan may rein- 
force the belief that it will strengthen even 
further, causing disturbances in foreign- 
exchange markets. 

However, Mr. McKinnon seems to 
overestimate the negative impacts of ex- 
change-rate flexibility and overrate the 
sustainability of U.S. dollar-peg regimes 
in East Asian economies. First, U.S. dollar- 
peg regimes will give rise to a large amount 
of short-term capital flows, which are un- 
predictable and destabilizing, especially 
so when the effectiveness of capital con- 
trols is decreasing. According to Mr. McK- 
innon, the problem of conflicted virtue in 
some East Asian economies is mainly due 
to high domestic savings and current ac- 
count surpluses. However, in China, Ma- 
laysia, and elsewhere short-term capital 
inflows may be more responsible for ap- 
preciation pressure on their currencies. 

For instance, the capital account con- 
tribution to balance of payments surpluses 
in China has kept soaring, outpacing that 
from the current account. Nonforeign 
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Current account surpluses and huge U.S. dollar reserves 


are not necessarily good things for East Asian countries. 





direct investment capital inflows have 
surged substantially. 

Secondly, expectation of an appreciat- 
ing yuan may not drive China to slip into a 
Japan-style liquidity trap and deflation, as 
Mr. McKinnon fears, He reaches his con- 
clusion in accordance with the theory of 
interest-rate parity, which requires free 
capital flows as a precondition. For the 
time being, however, the yuan is only part- 
ly convertible under the capital account. 

It’s true that the effectiveness of capi- 
tal controls has been weakening in parallel 
with China’s deeper integration with the 
world economy. But institutional obsta- 
cles are still in place for cross-border cap- 
ital flows, resulting in a weak correlation 
between the domestic stock market and 
that in Hong Kong, as well as a consider- 
able spread between onshore and offshore 
renminbi interest rates. Therefore, inter- 
est-rate parity does not hold for China. 

Besides, the real cause of deflation is 
more complicated than simply expectation 
that the domestic currency will appreci- 
ate. For instance, the period from 1994 to 
1997 witnessed a phenomenal appreciation 
of the effective exchange rate, i.e., trade- 
weighted average exchange rates against 
China’s major trading partners. Yet China 
wasn’t trapped by deflation during that 
period. After 1998, deflationary pressure 
did emerge, but it was attributable to Chi- 
na’s structural problems and the resulting 
oversupply of low-end products. The role 
played by yuan appreciation is not so ob- 
vious. In the past two years, the currency 
has been under constant pressure to ap- 
preciate, yet inflation is the looming chal- 
lenge facing China. 

Thirdly, maintaining a U.S. dollar par- 
ity may be unstable and damaging to some 
East Asian economies in the long term. 


With growing cross-border capital flows, 
the cost of maintaining de facto U.S. dol- 
lar pegs is increasing. Mr. McKinnon sug- 
gests China keep the current exchange 
rate against the U.S. dollar, but the current 
rate may not be an equilibrium one. And 
since China is in a transitional period with 
ongoing structural adjustments, the equi- 
librium exchange rate may be shifting. If 
the rigid exchange rate suffers severe mis- 
alignment, it may lead to low efficiency of 
resource allocation and big distortions. 
As far as the adjustment of global imbal- 
ances is concerned, suppose China and oth- 


‘er East Asian economies keep their current 


exchange rates unchanged and continue 
to finance the U.S. current account deficit. 
This would foster complacency in the U.S. 
about badly needed adjustments, such as 
increasing private saving rates and cutting 
the fiscal deficit. With the accumulation of 
depreciation pressure facing the U.S. dol- 
lar, it will slump when the current system 
becomes unsustainable. A big loss in the in- 
ternational purchasing power of the dollar 
would fatally undermine the foundation of 
the East Asia dollar standard. 

Looking forward, it is in China’s and 
other East Asian economies’ interest to 
increase domestic currencies’ flexibility. 
They might end up doing so in a few years, 
but probably not in a concerted way, given 
a low degree of monetary and financial in- 
tegration in East Asia and a lack of strong 
political will. At the same time, with the 
U.S. dollar continuing to play a key role 
in East Asia, economies in the region will 
make significant efforts to avoid big fluctu- 
ations of domestic currencies vis-d-vis the 
dollar, no matter what kinds of exchange- 
rate regimes they are going to switch to. 
Mr. McKinnon’s vision of an East Asia dol- 
lar standard remains far off. m 
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FAREWELL TO FIVE YEARS 
OF BLUNDERING 
Vol. 88, No. 17, April 25, 1975, Page 12 

EVIEW WASHINGTON corre- 
spondent James Laurie, who 

has spent the past few weeks in 
Cambodia, was on board the aircraft-car- 
rier Uss Okinawa when the American ref- 
ugees from Phnom Penh were airlifted to 
the waiting ship. His report: 

On April 11, the American Embassy in 
Phnom Penh issued its last morning prog- 
ress report on the Cambodian war. “With 
the defense perimeter steadily shrink- 
ing,” it read, “government forces yesterday 
launched a number of aggressive actions 
and scored considerable success against 
communist forces.” The next day, instead 
of a “military situationer” at 9 a.m., nearly 
300 people received fully illustrated mim- 
eographed notices: “Welcome aboard Ma- 
rine Helicopter Inc. Non-stop to the Gulf 
of Thailand” in bold letters. And then, in 
the best tradition of Madison Avenue, “you 
are aboard the most sophisticated helicop- 
ter in the world—the cH-53. The pilots and 
crew of this aircraft are the most profes- 
sional and highly trained known to man. 
We hope you enjoy your flight.” 

To most it was not amusing. The Ameri- 
cans, after bringing their war to a peaceful 
land in 1970, and after propping up a cor- 
rupt regime for five years, were now sim- 
ply cutting and running. 

The order for the American pull-out 
came from Washington, and although the 


ox After leaving the REVIEW Mr. Laurie became 
a television journalist and is now executive pro- 
ducer of FocusAsia Productions in Hong Kong. 


military situation around Phnom Penh was 
grave, the final decision was made more 
for political than for military reasons. Am- 
bassador John Gunther Dean was clearly 
bitter. He complained that for his year in 
Cambodia, Secretary of State Henry Kiss- 
inger totally ignored his efforts to find 
what could have been a “controlled” end to 
the Cambodian horror show. Now, it was 
too late. President Ford, signaling the end 
in his address to the U.S. Congress, had as- 


sessed the chances of Phnom Penh’s sur- 


vival, of military aid from Congress, and of 
a negotiated settlement as nil. There was 
no choice but to cut the puppet’s strings. 

Feelings about the pull-out were mixed. 
Some, including journalists, felt betrayed. 
The evacuation had that precipitous, pan- 
icky, over-staged look about it. Three 
hundred and seventy-five armed and c- 
rationed American Marines secured a 
schoolyard several blocks from the U.S. 
Embassy, bayonets pointed at several hun- 
dred smiling, waving, curious children, 
the only opposition. From the Americans’ 
point of view, however, “Operation Eagle 
Pull” (dubbed by some on board the Okina- 
wa, Operation Turkey-Jerk), carried out by 
task force groups 76.4 and 76.9, was a total 
success. The Americans patted themselves 
on the back, relieved that Phnom Penh was 
not another Danang. 

Obviously, of course, the Americans 
had nothing about which to be proud. The 
meaninglessness of the past five years was 
apparent to even the most hard-core mili- 
tary attaché. “They’re the gentlest people 
in all of Asia,” proclaimed a major close 
to tears. “They certainly never deserved 
what we did to them.” 

What shocked the Americans was the 
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decision by the Cambodian generals and 
Prime Minister Long Boret to fight on af- 
ter the U.S. withdrawal. The formation of 
the “supreme commission of the repub- 
lic” headed by Sak Suksakhan was seen 
as a dangerous development. The Ameri- 
cans wished for a quick surrender in the 
hopes of avoiding unnecessary bloodshed 
in the Khmer Rouge capture of the city. 
The events just following the Americans’ 
departure seemed to stress yet again the 
ineffectuality of American policy.... 

As the remnants of the U.S. Embassy 
sat out a grueling 24 hours aboard the uss 
Okinawa awaiting the landing in Thailand, 
many thoughts turned to America’s future 
in Southeast Asia. The clear consensus 
was that America needed a new posture, 
a totally new assessment of its interests 
in Asia, but that nobody in Washington 
had the imagination or wisdom to come 
up with the ideas to save America from its 
total policy bankruptcy. 

As far as Cambodia was concerned, the 
best hope was that the U.S. could some- 
how soon establish relations with the 
Khmer Rouge government. As unlikely 
as it might seem, Americans aboard the 
Okinawa spoke of returning to Cambodia, 
offering humanitarian aid to the Khmer 
Rouge and re-establishing themselves in 
less than a year. The plan, according to po- 
litical officers, was to set up a Cambodia- 
watching unit in Bangkok and wait it out 
as the U.S. did during Prince Norodom Si- 
hanouk’s feud with America from 1965-69. 
It seemed unlikely, though, that the Cam- 
bodians, once burned, would turn back 
towards the oven again. The Americans 
were clearly fishing for a place in a new 
order in Indochina which they have done 
nothing to earn. 

Emptied of its refugees, the uss Okina- 
wa sailed into new waters. As one young 
sailor noted: “We’ve just had a pretty good 
dress rehearsal for our next performance 
off the coast of Vietnam.” 


THE LAST WORD FROM SAIGON 

Vol. 88, No. 19, May 9, 1975, Page 10 

spondent Nayan Chanda was one 

of the few correspondents who 
chose to remain in the South Vietnamese 
capital to the end. He was rewarded by be- 
ing able to witness the incredible scenes 
as the victorious communists rolled into 
the city after its surrender. This was his 
last dispatch to the REVIEW on the day of 
surrender—cut off in mid-sentence as the 
wire from Saigon went dead: 

The whole thing happened with such 
amazing speed that it is almost impos- 
sible to do a balanced story—filing the 
overwhelming feeling of witnessing this 
historic spectacle. 

I was sitting in the Reuters office just 
in front of the Presidential Palace, hur- 
riedly typing out a story announcing the 
hoisting of National Liberation Front (NLF) 
flags over wide areas of the Cholon and Gia 
Dinh suburbs of Saigon. 

Hardly had I finished the sentence than 
I could see through the open office door 
one camouflaged tank waving a blue, red 
and gold niF flag and with about a dozen 
soldiers sitting atop. 

Irushed out with my camera, but before 
I could approach the Boulevard Thong 
Nhat (Unification) the tank had crashed 
into the cast-iron gates of the Palace. 

One unarmed South Vietnamese soldier 
who ran to open the gates did not have a 
chance. The tank ploughed into the green 
lawn of the Palace, firing a blank cannon 
shot in the air. Behind this, dozens of tanks 
and armored cars.... mm 


HE REVIEW’S SAIGON corre- 





exe Mr. Chanda, editor of the REVIEW from 1996 
to 2000, is director of publications for the Yale 
Center for the Study of Globalization and editor 
of YaleGlobal Online. Last month he was given 
the Shorenstein Award for Journalism. 
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The Gimlet Eye 
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Prodded Into Action 


EARLIER THIS MONTH, the Chinese del- 
egation to the Human Rights Commis- 
sion in Geneva was supposedly menaced 
by a threatening interloper brandishing a 
weapon. Who could have scared the Chi- 
nese so? It turned out to be a defender of 
religious liberty, Rev. Bob Fu, head of the 
China Aid Association. Rev. Fu was invited 
by the Commission to give testimony about 
Chinese human-rights abuses, and had se- 
cured permission to bring an electric cattle 


prod ofthe type Chinese officials use to tor- 


ture prisoners of conscience. But after the 
Chinese pronounced themselves intimidat- 
ed by the weapon, U.N. security ejected the 
hapless Rev. Fu from the building. 


Shooting the Moon 


WHAT BETTER WAY to enjoy a day with the 
family than taking partin a good old mass 


demonstration? Organizers of Easter Sat- 
urday’s anti-antisecession march in Taipei 
planned a host of family-friendly activi- 
ties, bringing new meaning to the term 
“participatory democracy.” 

Taiwan’s Central News Agency re- 
ported that 706 children were recruited 
to point their bottoms (wrapped in paper 
painted to look like, what else, bottoms) 
toward Beijing—thus showing their dis- 
pleasure with China’s antisecession law, 
which Beijing passed on March 14. The 
“group moon” was meant to act as a defiant 
shield against mainland missiles aimed at 
Taiwan, of which there is a total of, you 
guessed it, 706. Not to be outdone by their 
offspring, a group of pregnant women 
were also recruited to “voice Taiwan’s love 
for peace with sounds of tenderness.” 





Contributions to Travellers’ Tales can be e-mailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales, 


HARRY HARRISON 
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ity or obscurity? On the one hand, in Indonesia the forces of 

radical Islam are benefiting from the lack of a media spotlight 
revealing their true intentions. As Sadanand Dhume writes in this issue, 
the rapidly growing Justice and Prosperity Party traces its roots back to 
Egypt’s Muslim Brotherhood, which also spawned groups like al Qaeda 
and Hamas. Moreover, the In Translation piece shows that publications 
like Sabili are spreading poisonous hatred for Jews. By masking their 
true intentions, these fanatics are gaining power and influence, prepar- 
ing for the day when they can lead Indonesia. This threatens not only 
the country’s future, but also the peace and stability of the region. 

When it comes to China and Taiwan, however, it would appear that 
a big dollop of obfuscation is needed to get the process of reconcili- 
ation started. That did the trick in 1992, when the two sides agreed 
to disagree and called it a consensus. As the report from the REVIEW 
archives this month shows, even back then nobody really understood 
what it was they’d signed up for, but almost everybody knew that talk- 
ing was a good thing. 

It could happen again, if the will exists in Taiwan. The truth is that 
when the governments on both sides of the Strait want to talk, they will 
find a suitably vague formulation to hang over the negotiations. The real 
key to starting the process is an implicit understanding that neither side 
will use the occasion to grandstand at the other’s expense. Then the his- 
torical baggage of the civil war can be brushed under the carpet. 

Opposition leader James Soong came back from a visit to the main- 
land with a proposed phrase “Two Shores, One China.” This at least has 
the virtue of granting equal status to the Taiwan government, but Chen 
Shui-bian rejected it out of hand. As Shelley Rigger, an expert on the 
ruling Democratic Progressive Party, writes, there is trepidation that by 
giving Mr. Soong fewer concessions, Beijing was sending a warning to 
the president, and is dividing Taiwan. But there is a sense that Chinese 
leaders and the majority of the Taiwanese people are leaning toward 
grabbing this opportunity to open a dialogue. Combined with pressure 
from big business, this could break down Mr. Chen’s resistance. 

In closing, I invite you to help us select the best travel books on Asia. 
We plan to publish a summer reading list with readers’ comments in the 
July issue. Send us an email at letters@feer.com with your favorites, and 
hopefully you'll find something new to take with you on holiday. 
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Nuclear Fears 


I CANNOT IMAGINE many people outside 
North Korea would lend any support to 
Professor Dingli Shen’s March essay “Ac- 
cepting a Nuclear North Korea.” Not only 
is his implied assumption of China’s own 
strategic interest misconceived, nor does 
he seem to believe there is any merit in the 
international community’s effort to con- 
vince North Korea to abandon her nuclear 
program, least of all for China to use her 
substantial leverage. 

Indeed, a lack of assessment of China’s 
strategic interest is the most appalling 
negligence of his article. Professor Shen 
seems to believe that every country should 
be free to develop nuclear weapons provid- 
ed it does not export them. Such optimism 
and naiveté cannot be taken seriously. 

Zhang Yifan 
Edinburgh, United Kingdom 


Rewriting History 


THANK YOU FOR your excellent lead article 
in the April 2005 issue. A whole-hearted, 
government-led Japanese acknowledge- 
ment of Japan’s horrific war crimes, amid 
public rejection of the accompanying rac- 
ist and militaristic values, would indeed be 
the best way to reassure Asia that history 
will not repeat itself. This would trans- 
form Japan’s regional standing. 


China rightly demands change from Ja- 
pan. But how about China itself? Let China 
come clean on its own air-brushed histo- 
ry of atrocities against its neighbors and 
its own people—such as Tibet, the Great 
Leap Forward, the Cultural Revolution, 
and Tiananmen. And publicly condemn 
the mindset which allowed previous lead- 
ership generations to feel entitled to un- 
leash such horrors. 

That might reassure Asia that China, 
ever more powerful, may be trusted not to 
wreak similar mayhem in the future—for 
example, upon Taiwan. 

Roger Thackeray 
Kota Kinabalu, Malaysia 


Flinch Not 


I AM DELIGHTED to see the new incarna- 
tion of your magazine. It was very much 
warranted to transmogrify the magazine to 
this shape and style, since the new monthly 
version has really restored its rigor and vig- 
or. I hope it will be a trendsetter. 

But please do not make it a typical pro- 
fessional journal for researchers. It should 
not gravitate toward that turgid end of 
the market. Please maintain the breadth 
of readership, and its unflinching and un- 
varnished reports. 

Professor Kumar Das 
Bangkok 
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CORRECTION 


In a table accompanying Joe Studwell’s essay 
“The Myth of Asian Equities” in the April RE- 
VIEW, the return on Indian stocks from 1993 to 
2004 was misstated because of an editing error. 
The total return was 138%. 
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Quest for Acceptance 


by Edward C. Luck 





APAN’S QUIXOTIC QUEST 
for a permanent seat on 
the U.N. Security Coun- 
cil has been pursued 
with more vigor than 
success for close to four decades. Unde- 
terred, Tokyo is pressing harder than ever 
this year. It has formed a tactical alliance 
with three other aspirants for permanent 
seats—Brazil, Germany and India—in the 
hopes of getting a General Assembly vote 
in June on expanding both permanent and 
nonpermanent seats. But the closer Japan 
gets to its cherished goal, the higher the 
obstacles become and the more distant it 
begins to appear. Recent Chinese street 
demonstrations and official statements op- 





' posing this step suggest that Japan is near- 
er to, and farther from, its goal than ever. 
Once again, the smart money says that this 
will not be Tokyo’s year. 

Why have so many Japanese diplomats, 
foreign ministers and even prime ministers 
been willing to lose so much face—year af- 


ter year—pursuing an uphill task that even 
Sisyphus would find daunting? Why does 
the prize mean so much to Japanese lead- 
ers? What factors—political and procedur- 
al—account for the difficulty of the task? 
And what are the consequences for J apan, 
its neighbors and the world body if this 
campaign once again falls short? 


Why the Quest? 


IT DOES NOT appear as if Japanese policy 
makers seek a permanent seat to advance 
or prevent a particular course of action. 
While they would, of course, prefer for the 
sake of equity to have the same veto power 
accorded to the original five permanent 
members, they appear reconciled to the 
fact that this essentially negative instru- 
ment is unlikely to be accorded to any of 
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those admitted to the permanent club. It 
is hard to see Japan wielding the veto in 
any case, given its preference for consen- 
sus and its inoffensive foreign policy agen- 
da. Perhaps a permanent seat would lessen 
dependence on Washington for political 
favors, but the two allies’ strategic inter- 
ests continue to coincide on most issues. 

The Council spends relatively little 
time on the security problems of North- 
east Asia. On a matter that does count, 
North Korea’s nuclear ambitions, neither 
Japan nor China have been eager—so far— 
to bring the matter to the Council, where 
sanctions might be considered. Japan oc- 
cupied a nonpermanent seat in 1993, when 
the Council first took up Pyongyang’s 
threat to leave the nonproliferation re- 
gime. Given how critical this matter is to 
Japan’s security, however, its views un- 
doubtedly would be taken into account 
whether or not it happens to be sitting on 
the Council at the time. 

Though the U.N. Charter does not al- 
low an elected member of the Council to 
succeed itself when its two-year term is 
completed, Japan has managed to get elect- 
ed to the Council nine times in the past 50 
years. It has proven to be a prodigal vote 
getter, no doubt offering some inducements 
to some of the smaller or less affluent mem- 
ber states along the way. It ran uncontested 
for its current seat, and swamped India in 
1996 and 1986 by significant margins. If the 
clause on succession were to be amended, 
Japan could probably remain on the Coun- 
cil on a semipermanent basis. 

Once on the Council, however, Japan 
generally leaves few footprints. It is a re- 
sponsible and reliable member, but not one 


that tends to trumpet a particular agenda. 
Most of the Council’s time is taken up with 
Africa’s multiple crises and the mandating 
or renewal of peacekeeping missions. Nei- 
ther of these top Tokyo’s priorities. True, 
the Council addresses questions of coun- 
terterrorism, Afghanistan and Iraq that 
affect Japanese security more directly. But 
these are hardly matters on which Tokyo 
wants to show much daylight between its 
stance and Washington’s. 

Recent Japanese opinion polls suggest 
that the public is largely supportive of the 
drive for a permanent seat, but there is lit- 
tle evidence that officials are responding 
to public pressure in this regard. Indeed, 
this appears to have been more of a top- 
down than bottom-up phenomenon. There 
has been, historically, much ambivalence 
among the Japanese people about the re- 
sponsibilities a permanent seat would im- 
ply and whether their self-defense forces 
would be expected to participate in far- 
flung and risky U.N. peacekeeping opera- 
tions. Over the years, it has been the 
Foreign Ministry that has been in the van- 
guard of this effort, including making the 
case to the people that such a step would 
be good for Japan and for the cause of 
world peace. Officials are influencing pub- 
lic opinion, not vice versa. 

If neither specific policy aims nor do- 
mestic pressures can account for the per- 
sistence of the campaign for a permanent 
seat, then one must look to more amor- 
phous—and more compelling—explana- 
tions. According to Prime Minister 
Junichiro Koizumi, in making the case to 
the U.N. General Assembly in September 
2004, Japan is simply “seeking an honored 
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Japan can’t count on a lame duck secretary-general. 
to carry the reform process much further. 








place in an international community striv- 
ing for peace and prosperity.” Echoing his 
words six months later in Tokyo, U.S. Sec- 
retary of State Condoleezza Rice asserted 
that “Japan has earned its honorable place 
among the nations of the world.” What 
matters most is being there. The original 
permanent members, allies during World 
War II, named themselves for this elevat- 
ed status (as well as naming the organiza- 
tion for their wartime alliance against 
Japanese and German fascism), For Japan 
then and, to a lesser extent, for Germany, 
being among the first elected permanent 
members would indeed be special, a very 
visible and durable testament to the fact 
that they have at last arrived as accepted 
and respected world leaders. 

Japanese officials never tire of reciting 
a quartet of attributes justifying their case. 
One, Japan has long practiced a U.N.-cen- 
tric foreign policy. Two, it is a nonnuclear 
country and would be the first permanent 
member with that distinction. Three, its fi- 
nancial contributions to the world body are 
greater than those of four of the current 
five permanent members combined. And 
four, it has begun to contribute forces to 
selected U.N. peacekeeping operations and 
to provide substantial assistance to various 
postconflict peace-building efforts. The 
message is unambiguous: Japan deserves a 
permanent seat and is now fully prepared 
to carry out the responsibilities such a 
privileged position implies. It is a strong 
case, arguably the most persuasive of the 
four aspirants. 


Why the Difficulties? 


SO WHY HAS this proven to be such an im- 
possible sales job? Is Japan the issue or are 
the hurdles to amending the Charter to en- 
large the Council and its cast of permanent 
members simply too high for any candi- 
date to clear? 

The answer is both. The U.N’s found- 
ers were not eager to see the initial U.N. 
architecture tampered with. So they 
placed a high bar to Charter amendment: 
atwo-thirds vote in the General Assembly 
followed by the ratification in capitals of 
the changes by two-thirds of the member- 
ship, including all five permanent mem- 
bers. The Council was enlarged in 1965, 
when four nonpermanent seats were add- 
ed to the original six. But since 1993 what 
has become known as the “never-ending” 
working group in the General Assembly 
has been weighing further steps, including 
possibly an expansion of permanent mem- 
bers, without measurable progress. 

From one perspective, it is fair to say 
that Japan is not the problem, because the 
larger issue—designing a global architec- 
ture for the Council that would be per- 
ceived by all regions as equitable and yet 
would not compromise the Council’s effec- 
tiveness in carrying out its important 
work—has never been resolved. In an orga- 
nization of 191 disparate and sovereign 
member states, this is no simple task. Raza- 
li Ismail of Malaysia, president of the Gen- 
eral Assembly in 1996-97, came closest. 
When every regional group declared that 
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it would be underrepresented in the new 
arrangement, it was evident that he had the 
balance about right. Japan, Germany, and 
a developing country each from Africa, 
Asia, and Latin America/Caribbean would 
have received a permanent seat without 
veto power. In Washington, the Clinton ad- 
ministration seemed reasonably sanguine 
about the proposed overhaul, though it had 
serious reservations about whether a Coun- 
cil as large as 24 or 25 members could ef- 
ficiently discharge its duties. 

When Mr. Razali’s plan failed to gener- 
ate enough support to be put to a vote, Ja- 
pan (and Germany, which had come rather 
late to the game) evidently decided to adopt 
fresh tactics for the next round. Tokyo had 
learned not to rely too heavily on U.S. sup- 
port as a key pillar in its campaign. Wash- 
ington has consistently favored a 
permanent seat for its Asian ally, but nei- 
ther is it prepared to expend much politi- 
cal capital on such a long shot, nor does it 
have a magic formula for resolving the ef- 
fectiveness/equity dilemma. 

As of this writing, the U.S. position 
calls for the addition of Japan’s seat but 
nothing more—clearly not a serious op- 
tion. After the jousting with Berlin over 
Irag in 2003-04, when Germany was an 
elected member, the Bush administration, 
unlike its Democratic predecessor, has lit- 
tle taste for giving Berlin a permanent 
seat. Though U.S. policy makers surely un- 
derstand that any expansion would need 
to accommodate more developing country 
seats, so far they have not seen the need to 
articulate or favor any particular plan. A 
large expansion of the Council to 24 or 25 
members, and especially an enlargement 


of permanent members, would be seen by 
Washington as an effort to dilute U.S. in- 
fluence following the Council’s divisions 
over Iraq and the subsequent unauthor- 
ized invasion and occupation of that belea- 
guered country. 

Instead of depending on American in- 
fluence, Tokyo opted for an alliance with 
the other three aspirants and for a push 
from Secretary-General Kofi Annan. This 
tack has brought its own set of pluses and 
minuses. The linkage to Brazil and India 
responds to the need to court developing 
country support. Going forward as a quar- 
tet provides wider opportunities for get- 
ting other capitals on board. The tactical 
alliance provides a reassuring, multilateral 
sheen, replete with talk of democratizing 
the Council, for an initiative intended to 
advance the national interests of four ma- 
jor powers. The circle of potential friends 
for Japan’s campaign has been expanded. 

On the other hand, the circle of possible 
opponents has also grown, as Washing- 
ton’s unenthusiastic reaction to the pack- 
age demonstrates. As in 1997, the biggest 
obstacle has been the so-called coffee club 
(now dubbed “uniting for consensus”), a 
group of middle powers, cutting across all 
regional groups, that are concerned about 
the implications of anointing another 
group of permanent members, especially if 
it includes their regional rivals. 

There seems to be an action-reaction 
phenomenon at work. As the aspirants be- 
come more active, so do those seeking to 
block them. If the G-4 is not supplemented 
by two African aspirants, becoming a G-6, 
their prospects look bleak. Unlike the self- 
appointed candidates from other regions, 
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the Africans are actually trying to select 
regional representatives, so far without 
success. To date, at least six African aspi- 
rants have emerged. So Japan’s chances are 
tied to an uncomfortable extent to intra- 
African politics well beyond its control. 

One of the more unusual aspects of the 
current expansion drive has been the lead- 
ing role played by Secretary-General Kofi 
Annan. Traditionally, secretaries-general 
have had little to say about the size, shape, 
or composition of the Security Council. 
Few questions are as sensitive or divisive 
for the member states. It is territory lit- 
tered with political minefields 
and, prudence suggests, best left to the 
member states to sort out on their own. 

In the summer of 2003, however, in the 
wake of the controversies over the use of 
force in Iraq, Secretary-General Annan 
apparently decided that he needed to do 
something dramatic to shake up the divid- 
ed organization and set it on a new path of 
greater effectiveness and sense of unity. 
The Security Council, he proclaimed, was 
in need of “radical reform.” According to 
his assessment, there were new geopoliti- 
cal realities—never identified—that de- 
manded a substantial enlargement of the 
Council. And he commissioned a High- 
Level Panel on Threats, Challenges, and 
Change to map the evolving security envi- 
ronment and the institutional reforms it 
dictated. 

For Japan and the other aspirants, op- 
portunity beckoned. For the first time, a 
secretary-general would champion their 
cause, raising it from the level of national 
interest to that of the future of the world 
body itself. There were, however, more 


than a few flies in this ointment. Secre- 
tary-General Annan arguably had misdi- 
agnosed what ailed the Council and the 
organization as a whole. Its malaise was 
political, not institutional. Without first 
addressing the political fissures among 
the member states, attempts to remodel 
the Council would prove to be both pre- 
mature and polarizing, making a bad situ- 
ation worse (witness the Chinese and 
American reactions). 

Given the trend toward unipolarity in 
military capacity, claims that enlarging the 
Council was needed to reflect the new re- 
alities looked to many like a thinly veiled 
effort to deny those realities instead. Add- 
ing six new permanent members appeared 
to be a way of counterbalancing American 
hard power advantages in the world outside 
with larger voting majorities inside the 
Council chamber and of raising the politi- 
cal costs of American unilateralism. 

According to Mr. Annan’s scenario, an 
ambitious package of reforms, with Coun- 
cil expansion as its centerpiece, is to be 
adopted by the 191 member states at a his- 
toric summit meeting on the sidelines of 
the General Assembly in September. 
While he has often emphasized that “re- 
form is a process, not an event,” this year 
he hopes the member states will ignore 
that adage and embrace a wide-ranging 
reform package at a single grand event. He 
should have listened to his earlier advice, 
for the member states are culling through 
the package, looking for those few pieces 
on which there is a sufficient convergence 
of views to warrant moving forward. 

Mr. Annan’s innovative call for a Peace- 
building Commission to address failing 
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states is catching on, but other big ticket 
items, like a smaller Human Rights Coun- 
cil, an endorsement of a doctrine of respon- 
sibility to protect those threatened by 
massive abuse and genocide, and, yes, an 
expansion of the Security Council, will 
take more time. Japan and the other aspi- 
rants cannot count on a lame duck secre- 
tary-general, now wounded by the 
oil-for-food scandal as well, to carry the re- 
form process much further. 

The G-4 understands that they will 
have to bear most of the lobbying burden 
on their own, and the Japanese campaign 
appears to be particularly energetic, well 
organized, and well funded. But the four 
need to provide much better answers to 
some key questions: 

What U.N. body has become stronger 
and more effective as it has expanded? The 
general rule has been that U.N. organs ex- 
pand until they become unworkable and 
irrelevant. On what issues would a Council 
of 25 have acted differently than one of 15: 
Iraq, Kosovo, Haiti or Darfur? Would a 
larger Council heal the rift between the 
U.S. and others on the use of force? Does 
the Council become more representative 
by adding countries from regions they do 
not represent? China, South Korea, Paki- 
stan, Italy, Argentina, Mexico, and many 
others have their doubts. Would the work- 
ing methods of the Council be changed to 
make it any more accountable, transpar- 
ent, or representative than at present? Or 
would it just be a larger unaccountable 
body? If Japan and the others are already 
doing so much for the U.N., and hence de- 
serve the seat for the sake of equity, then 
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what new resources are they going to pro- 
vide once they become permanent mem- 
bers? Is the Diet going to forsake its 
concerns about U.N. efficiency or the Jap- 
anese people their six decades of caution 
on self-defense deployments? 

For Japan, the barriers to its quest do 
not relate only to arcane U.N. procedures 
and gross global power balances. Even if 
all of those obstacles could be overcome, 
the unresolved questions of its history and 
relations with its neighbors would remain. 
Tokyo’s path to the Security Council must 
run through Beijing and Seoul, as much as 
through Washington, New York or Berlin. 
China has a veto, South Korea is an active 
participant in “uniting for consensus,” and 
others in the region have been hesitant to 
endorse the Japanese bid. 

As the quotes from Prime Minister 
Koizumi and Secretary of State Rice high- 
light, this is a quest for honor as much as 
for a seat at the table. That goal cannot be 
achieved without the support of Japan’s 
neighbors, the one piece of the puzzle To- 
kyo—and only Tokyo—can define through 
its words and deeds. Japan is winning its 
global campaign for acceptance, but all 
those efforts will mean little if it fails to 
confront its past and heal its historic 
wounds with its neighbors. Japan has 
more at stake than the other aspirants. Its 
neighbors realize this and are placing a 
high, but not unreasonable, premium on 
its quest. Now Tokyo must decide whether 
it is prepared to pay the domestic political 
price not just for the seat, but for the larg- 
er goal of reconciliation, healing, and the 
honor that will come with them. W 
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Radicals March on 
Indonesia’s Future 


by Sadanand Dhume 





N APRIL 17, an estimated 
200,000 slogan-chant- 
ing protesters—the men 
in white, the women in 
headscarves—con- 
verged upon the heavily guarded U.S. Em- 
bassy in Jakarta. Speakers castigated the 
U.S. for supporting Israel. Banners held 
aloft in the crowd accused the U.S. and Is- 
rael of being “the real terrorists.” Others 
proclaimed the protesters’ readiness to 
free (from Israel) the al-Aqsa mosque in 
Jerusalem, Islam’s third holiest site. Simi- 
lar processions wound their way simulta- 
neously through other Indonesian cities, 
including Surabaya in East Java and 
Makassar in South Sulawesi. 

Wire services reported the Jakarta pro- 
tests as the largest in years, but what made 
them remarkable was not their size but 
their timing. They came a week after a se- 
nior leader of the Palestinian terrorist 
group Hamas had called upon Muslims 
around the world to protest a planned dem- 





onstration at al-Aqsa by Jews dedicated to 
reclaiming the site. The mosque occupies 
the most sacred spot in Judaism, the site of 
the ancient Temple of Solomon. 

How does an appeal by a Palestinian in 
Jerusalem translate a week later into hun- 
dreds of thousands of people jamming the 
streets of downtown Jakarta? It’s a ques- 
tion that can’t be answered without exam- 
ining the group behind the protests, the 
Justice and Prosperity Party. In the seven 
years since it was founded, the Justice Par- 
ty has emerged as the best organized po- 
litical force in the country. In 1999, it 
attracted less than 1.5% of the vote and 
won a meager seven seats in parliament. By 
last year, its share of the vote swelled to 
nearly 7.5%; with 45 seats it’s the seventh 
largest party in the 550-seat parliament. 

The Justice Party has built its following 





=> Mr. Dhume was a Jakarta-based correspon- 
dent of the REVIEW from 2002 to 2003, and is 
writing a book about radical Islam in Indonesia. 
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on a reputation for incorruptibility, a re- 
cord of social work and an attachment to 
Islamic causes. Less known is the fact that 
it draws its ideology and organizational 
structure from the Muslim Brotherhood in 
Egypt, the group whose ideas spawned, 
among others, Hamas, Sudan’s National Is- 
lamic Front and, most famously, al Qaeda. 
Until now the Justice Party has attract- 
ed much less international attention than 
Jemaah Islamiyah, the al Qaeda offshoot 
headed by jailed Muslim preacher Abu Ba- 
kar Baasyir. Jemaah Islamiyah stands for 
suicide bombings, the Justice Party for 
peaceful protests. Yet both subscribe to the 
same fundamentally antimodern world- 
view. And in the long term, the Justice Par- 
ty poses the greater threat to Indonesia’s 
tradition of pluralism, its stability and its 
prospects for economic growth. 


‘Islam Is the Solution’ 


THE MUSLIM BROTHERHOOD was founded 
in Egypt in 1928 by Hassan al-Banna, a 
school teacher who believed that Islam 
was not merely a religion, but a way of life. 
Its ideology is encapsulated in the Broth- 
erhood’s slogan: “Allah is our objective. 
The Prophet is our leader. Koran is our law. 
Jihad is our way. Dying in the way of Allah 
is our highest hope.” 

The Brotherhood’s most influential 
thinker was the Egyptian writer Sayyid 
‘Qutb (1906-1966). In 1948, Qutb, then an 
official in the Egyptian Ministry of Educa- 
tion, was sent to the U.S. to study for a mas- 
ter’s degree in education. In Greeley, 
Colorado, the small town where he lived, 
there were no bars; hemlines fell well be- 


low the knee. But to read Qutb you would 
think he had stumbled upon the set of Des- 
perate Housewives. 

He interpreted the manicured lawns of 
Greeley as evidence of insatiable American 
greed. He saw the entire country as soul- 
less, materialistic and depraved. As for 
Jews, they were a craven and slavish peo- 
ple who couldn’t grasp the idea of a life 
with dignity. They were to blame for mate- 
rialism (Marx) and sexual permissiveness 
(Freud). Worst of all, they were the sworn 
enemies of Islam: “History has recorded 
the wicked opposition of the Jews to Islam 
right from its first day in Medina.” 

After returning to Egypt in 1950 Qutb 
quickly became the Brotherhood’s princi- 
pal ideologue. For him, as for Islamists ev- 
erywhere, God’s laws (sharia) were 
superior to man’s laws. The answer to all 
of society’s problems lay in Islam. It be- 
longed not merely in the mosque, but in the 
classroom and the boardroom; in banks, in 
courts, in movie theaters. Qutb reinterpret- 
ed the Arabic word jahiliyya, traditionally 
used by Muslims to describe the ignorance 
of pre-Islamic Arabs, to describe Egypt’s 
secular rulers. He wrote his most influen- 
tial book Milestones (sometimes called 
Signposts on the Road) for a vanguard of 
Muslims, men animated by the spirit of the 
Prophet and his seventh century compan- 
ions, and committed to the establishment 
of an Islamic state. 

Jihad for such a cause was noble. For 
Qutb, those who died in the cause were not 
truly dead; their actions outlived their bod- 
ies. Not surprisingly, the Brotherhood 
came into conflict with Egypt’s secular 
government. Qutb was accused of plotting 
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For all its efforts to moderate its image, the Justice 
Party hasn’t been able to distance itself from violence. 





to assassinate President Nasser and hanged 
in 1966. Many followers, including his 
younger brother Muhammad Qutb, fled to 
Saudi Arabia, where they were welcomed 
by a monarchy flush with petrodollars and 
eager to add intellectual heft to its own 
premodern ideas of Islamic purity. 

Muslim Brothers founded the Univer- 
sity of Medina and swelled the faculties of 
other Saudi universities. Muhammad 
Qutb’s most famous student was Osama bin 
Laden. Another of Mr. bin Laden’s teachers 
was Abdullah Azzam, a Jordanian member 
of the Brotherhood widely revered by Is- 
lamists as the architect of the anti-Soviet 
jihad in Afghanistan. 

Saudi money gave Sayyid Qutb’s ideas a 
platform. Students from South and South- 
east Asia, many on Saudi scholarships, 
poured into its universities. At the same 
time, Saudis and other like-minded Arabs 
funded mosques, madrassas (Islamic 
boarding schools) and universities through- 
out the Muslim world. 


From Hindus to Hajjis 


ON THE FACE of it, Indonesia was unprom- 
ising ground for a movement anchored in 
the certainties of seventh century Arabia. 
After Islam took root in the 14th century, 
Allah had to keep company with the likes 
of Dewi, goddess of the rice paddy; Nyai 
Loro Kidul, Queen of the South Seas; and 
Nini Tawek, the angel of the Javanese 
kitchen. Most Indonesians took pride in 
their past, in the civilization that built 








Borobudur, the world’s largest Buddhist 
monument, and in the Majapahit empire, 
a Javanese Hindu kingdom whose influ- 
ence stretched to present-day Cambodia. 

Moreover, Islam was by then already a 
civilization in global decline. By the early 
1500s, Portuguese gunships had entered 
Southeast Asian waters. A century later the 
Dutch established their headquarters on 
the site of today’s Jakarta. The triumph of 
European arms and technology meant that 
Islam did not enjoy the long political su- 
premacy in Indonesia that it did in the rest 
of the Muslim world. 

In 1945, following a three-year occupa- 
tion by the Japanese during World War II, 
Indonesia declared independence from the 
Dutch. Sukarno, the country’s preeminent 
freedom fighter and first president, was a 
secular nationalist. He helped scuttle an 
early Islamist attempt to force Muslims to 
follow Islamic law. Instead, the new nation 
adopted the doctrine of Pancasila, which 
guarantees the equality of the country’s 
five recognized religions: Islam, Buddhism, 
Hinduism, Catholicism and Protestantism. 
The constitution offers no special place to 
Islam, the professed faith of almost nine 
out of ten Indonesians. 

In 1966, amidst claims of an attempted 
communist-backed coup—and the subse- 
quent annihilation of the largest commu- 
nist party in the noncommunist world, 
500,000 suspected leftists killed in five 
months—Sukarno was eased aside by Gen- 
eral Suharto. The new ruler replaced so- 
cialism with market economics, and a tilt 
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toward Beijing and Moscow with one to- 
ward Washington. But he did little to tam- 
per with Sukarno’s secular nationalism. 

To many devout Muslims, President Su- 
harto’s regime was, if not anti-Muslim, at 
the very least un-Islamic. Mr. Suharto 
prided himself on his knowledge of Java- 
nese philosophy and sometimes retreated 
to a remote cave to meditate. He banned 
religious symbols in campaigning for the 
sham national elections held every five 
years to legitimize his rule. He picked a 
Christian to head the army. In the mid- 
1980s, Mr. Suharto decreed that all organi- 
zations—including Islamic ones—had to 
adopt Pancasila as their only ideology. 

Beneath the surface, however, Indone- 

‘sian society had begun to change. Rapid 
economic growth brought literacy and 
health care, factories and foreign invest- 
ment. But it also spurred migration and ur- 
banization, and with them came bars and 
discotheques, drugs and rampant prostitu- 
tion. Paranoid about a communist come- 
back, the Suharto regime had instituted 
uniform religious education in schools. At 
the same time mosques and schools bank- 
rolled by oil-rich Arabs propagated what 
they considered a purer, more authentic, 
version of the faith, adding heft to a home- 
grown movement called Muhammadiyah 
that had long pursued similar goals. 

By the mid-1980s, the piety became 
visible. In kindergartens, Arab names be- 
gan to replace Sanskrit names. In offices, 
the greeting assalamu alaikum vied with 
the religiously neutral selamat pagi (good 
morning). More women donned the 
headscarf. Prayers five times a day, fasting 
during Ramadan and the hajj pilgrimage 
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ceased to be oddities. 

In the 1990s, perhaps in acknowledg- 
ment of these social changes, perhaps seek- 
ing to balance the power of an army whose 
support he could no longer take for grant- 
ed, President Suharto reached out to Islam. 
He backed the creation of a high-profile as- 
sociation of Muslim intellectuals, an Is- 
lamic bank and an Islamic newspaper. He 
allowed the editor of a popular tabloid to 
be jailed for daring to publish a readers’ 
poll of most admired figures in which the 
Prophet Mohammed placed a lowly 11th. 
He donned the simple white robes of a pil- 
grim and flew to Mecca, television crews 
in tow. Some called it the first ever hajj by 
a reigning Javanese king. 

After the Asian financial meltdown, 
which saw Mr. Suharto step down in May 
1998, the advent of democracy was sup- 
posed to bring back peace and prosperity. 
Instead, it created an anything-goes atmo- 
sphere. A volunteer army called Laskar Ji- 
had shipped hundreds of machete-wielding 
young men dressed in Arab robes to wage 
aholy war against Christians in the eastern 
province of Maluku. Another group, the Is- 
lamic Defenders Front, or FPI, made a hab- 
it of trashing Jakarta bars and discos. 

Radical Islamic clerics such as Mr. Baa- 
syir, who had fled overseas during the Su- 
harto years, felt safe to return, Christmas 
Eve in 2000 was welcomed in nine cities 
with bomb blasts at churches that killed 19 
people; two years later more than 200 died 
in the Bali bombings, the world’s deadliest 
terrorist attack since 9/11. Both the Christ- 
mas Eve and Bali bombings were blamed 
on Jemaah Islamiyah. Under international 
pressure, Indonesia cracked down on the 
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organization, and Mr. Baasyir remains in 
prison today. 


Thousand-Mile Journey 


BY MOST ACCOUNTS Sayyid Qutb’s ideas 
reached Indonesia only in the late 1970s. At 
the leafy Dutch-built campus of the Band- 
ung Institute of Technology, one of the 
country’s most prestigious universities, 
two activists linked to the Saudi-sponsored 
Islamic World League began indoctrinat- 
ing small groups with Brotherhood materi- 
als. Like the Brotherhood, they organized 
in secret cells, each with a leader and be- 
tween five and 15 members. They borrowed 
the Brotherhood word for these cells, the 
Arabic usroh, or family. Members met once 
a week to discuss Islam and to learn how 
to develop a proper “Islamic personality.” 
They studied the works of al-Banna and 
Qutb. The movement itself was called Tar- 
biyah, Arabic for education. 

In the 1980s Indonesia was rapidly ur- 
banizing. Political life on campus was 
sharply curtailed. Many college students 
were the first in their families to acquire a 
higher education or, for that matter, to live 
in a city. The Tarbiyah movement quickly 
caught on. It gave its members a sense of 
purpose and dignity, simple ideas of right 
and wrong, a framework for understand- 
ing the changes taking place around them. 
From Bandung it spread to the rest of the 
archipelago. By the early 1990s it con- 
trolled student movements in virtually 
all of Indonesia’s largest and most presti- 
gious public universities. 

By 1998, the first generation of Tarbiyah 
activists had risen to positions of influence 








in the bureaucracy, in universities, in state- 
owned corporations. That year, with the 
end of the Suharto era, they emerged in the 
open with their own political party. They 
called it the Justice Party. Its symbol: a 
stalk of rice—Indonesia’s staple food— 
flanked by two crescent moons symboliz- 
ing Islam. In 1999, the new party won only 
1.4% of the vote, below the 2% threshold to 
participate in the next election. Unde- 
terred, it simply sidestepped the law by 
changing its name to the Justice and Pros- 
perity Party. 

Acutely aware of the Brotherhood’s 
suppression by the Egyptian army and 
fearing a similar backlash in Indonesia, the 
Justice Party has shied away from showing 
its Islamist hand too plainly. Instead, party 
leaders tend to couch their statements in 
ambiguity designed to calm Western and 
secular Indonesian fears while at the same 
time reassuring the party’s base about its 
goals—the Islamization of Indonesian so- 
ciety culminating in the imposition of a 
state based on sharia. 

Ask a Justice Party leader about ampu- 
tating hands for thievery—the punishment 
practiced in Saudi Arabia—and he’s likely 
to respond as the party’s secretary-general, 
Anis Matta, did to The Wall Street Journal: 
“Td have to cut off the hands of most Indo- 
nesians. Indonesia and Islam do not want 
that.” The message to the outside world: 
We're really quite reasonable. The message 
to the party faithful: The country’s not 
ready yet, but one day it will be. 

In 2003, Hidayat Nur Wahid, then 
chairman of the party, co-authored an ar- 
ticle for the Woodrow Wilson Center in 
Washington, D.C., titled “The Justice Par- 
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ty and Democracy: A Journey of a Thou- 
sand Miles Starts with a Single Step.” It’s 
hard for an outside observer to grasp the 
journey’s destination; it’s hard for anyone 
familiar with Milestones to miss it. 

The Justice Party’s engagement with 
democracy has the blessing of today’s most 
prominent Muslim Brother, the Egyptian- 
born cleric Yusuf al-Qaradawi. 
Mr. Qaradawi, who is barred from entering 
the U.S. for his espousal of violence, hosts 
an immensely popular talk show in Arabic 
on the Qatar-based television network Al 
Jazeera. He is considered a moderate, at 
least by Qutb’s standards, which is to say 
he backs suicide bombings against civilians 
in Israel and attacks on Americans in Iraq, 
but condemned the 9/11 attacks. 

Unlike Qutb, Mr. Qaradawi believes 
that democracy and Islam are compatible, 

-or that democratic means can be used to 
pursue Islamist ends. He has visited In- 
donesia several times over the last twenty 
years and is quoted in the Justice Party’s 
founding manifesto. Though few Indone- 
sians watch Al Jazeera, translations of Mr. 
Qaradawi’s shows and books are widely 
available. 


Cell Phones and Headscarves 


THE JUSTICE PARTY’S top leadership is 
steeped in Brotherhood ideology. Mr. Nur 
Wahid, who resigned from the party chair- 
manship last year to take over as the leader 
of Indonesia’s highest legislative body, the 
People’s Consultative Assembly (MPR), 
holds a B.A., M.A. and Ph.D. from the 
Brotherhood-founded University of Medi- 
na in Saudi Arabia. Party Secretary-Gen- 








eral Matta graduated from the Jakarta 
branch of Riyadh’s Al-Imam Muhammad 
bin Saud University, described by the In- 
ternational Crisis Group, a think tank 
headquartered in Brussels, as having close 
links with the Brotherhood. 

The Justice Party is the only cadre- 
based party in the country; their strength 
has grown to 300,000 in 2003 from 60,000 
in 1999. These well-trained party workers 
tend to be younger and better educated 
than followers of mainstream parties such 
as Golkar and PDI-P. Some of them have 
degrees from the U.S., England or Japan. 
Many are graduates from Indonesia’s top 
engineering and medical schools. In Jus- 
tice Party circles, as in Indonesia in gen- 
eral, liberal arts are considered inferior to 
science, and the Tarbiyah movement is 
strongest in technical and scientific de- 
partments. As a result, party cadres tend to 
be technologically savvy, equally at home 
with text messaging and Web-site design. 

The party takes its self-image as the 
party of moral reform seriously. In a land 
suffused with the smell of clove cigarettes, 
it’s virtually impossible to find a Justice 
Party member who smokes. While most 
women are still bareheaded, you won't find 
a female party member without the heads- 
carf. Sayyid Qutb despised gems and jew- 
elry. Scour a room full of male Justice 
Party members and you won’t find a gold 
wedding band. When there’s a natural di- 
saster, such as the tsunami that devastated 
north Sumatra in December, party volun- 
teers are among the first at the scene, de- 
livering emergency relief and setting up 
mobile medical clinics. 

To be fair, many of those who join the 
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Justice Party are animated more by a de- 
sire to do good for their faith and country 
than by a blood-tinged fantasy of chopping 
off hands and stoning adulterers to death. 
In a country where the lure of public ser- 
vice often appears to be an air-conditioned 
Volvo and businessman-sponsored shop- 
ping sprees in Singapore, the Justice Party 
offers faith, morality and discipline. 

Its legislators routinely donate a per- 
centage of their salaries to the party. In 
contrast to the nepotism of other parties, 
advancement in the Justice Party depends 
on hard work and ideological commit- 
ment. And though female party members 
must cover their hair and stand behind 
men at party gatherings, it’s also true that, 
proportionally, the party offered more 
parliamentary seats to women candidates 
than most others. 

Idealism and public service are coupled 
with a flair for publicity. The party takes 
every opportunity to flaunt its anticorrup- 
tion credentials. In 2003, the refusal by its 
legislators in South Suimatra to accept a 
hefty cash bonus out of government funds 
was widely reported. Before last year’s par- 
liamentary election, candidates signed 
pledges to refuse bribes. They campaigned 
on the slogan “clean and caring.” As a con- 
sequence, there’s very little serious debate 
in Indonesia about what the party means 
for the country’s future. Christian-owned 
newspapers have long been cowed by Is- 
lamist street power. Mainstream journal- 
ists, urban and lower middle class like the 
Justice Party, tend to be sympathetic. 

For all its efforts to moderate its image, 
the Justice Party has not been able to dis- 
tance itself entirely from violence. Mr. Nur 
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Wahid and other party leaders are among 
Mr. Baasyir’s most vocal supporters. Once 
you get away from the party elite at Jakar- 
ta headquarters, the language becomes 
even less circumspect. Paranoia about | 
Jewish bankers and Freemason plotters, 
Chinese tycoons and Christian crusaders 
is rampant among the party rank and file. 
The U.S., of course, is evil incarnate. ° 

The popular weekly magazine Sabili, 
sold outside mosques all over the country, 
acts as the party’s de facto mouthpiece. It 
propounded the theory that the Bali bomb- 
ing was the work of a missile fired from a 
foreign ship. A few months later it named 
Mr. Baasyir its man of the year. During the 
conflict between Muslims and Christians 
in Maluku, Sabili called for jihad and 
backed it by publishing relevant verses 
from the Koran. Some of the magazine’s 
propaganda is picked up from Middle 
Eastern Web sites. 


Marchers Versus Bombers 


THE ISLAMIST MOVEMENT’ biggest suc- 
cess in Indonesia has been in setting the 
terms of debate. In reality, there’s a lot less 
separating Jemaah Islamiyah and the Jus- 
tice Party than is generally known. Like 
Jemaah Islamiyah, in its founding mani- 
festo the Justice Party calls for the creation 
of an Islamic caliphate. Like Jemaah Is- 
lamiyah, it has placed secrecy—the cell 
structure both groups borrowed from the 
Brotherhood—at the heart of its organiza- 
tion. Both offer a selective vision of moder- 
nity, one in which Western science and 
technology are welcome, but Western val- 
ues are shunned. The main difference be- 








tween them is not of goals, but of methods. 
Jemaah Islamiyah is revolutionary; the 
Justice Party is evolutionary. 

Yet, while Jemaah Islamiyah garners 
the headlines, the Justice Party poses a far 
larger threat to Indonesia. With its attacks 
on hotels and embassies Jemaah Islamiyah 
has set itself up for a confrontation with 
the government that it cannot hope to win. 
No state tolerates that kind of violence and 
anarchy. In Egypt, Hosni Mubarak’s gov- 
ernment crushed the violent Islamist 
groups Gama’a Islamiyya and Islamic Ji- 
had. The Algerian army did the same to its 
own proponents of Islamic terrorism. An 
uprising in 1982 by the Syrian branch of the 
Brotherhood led the government to flatten 
an entire city in retaliation. 

In contrast, the Justice Party can use its 
position in parliament and its metastasiz- 
ing network of cadres to advance the same 
goals incrementally, one victory at a time. 

` By throwing its weight behind the likes of 
Mr. Baasyir, the party complicates the gov- 
ernment’s efforts to crack down on terror- 
ists. At the same time it works tirelessly to 
propagate the Brotherhood’s core beliefs. 
The party doesn’t need to commit itself to 
violence. The more people who believe that 
the problem with society is too much mo- 
dernity and not too little, the more who feel 
that a purified Islam is an answer to 21st 
century problems, the more who are an- 
gered by the sight of a bare female head or 
a bottle of beer, the more likely it is that 
hotheads among them will use terrorism 
to achieve their goals. 

The Justice Party threatens Indone- 
sia’s hard-won economic development. 
Despite the web sites and the technical de- 
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grees, the party’s outlook is anchored in 
personal piety and international Islamism 
rather than in public policy and the na- 
tional interest. Instead of focusing on lift- 
ing Indonesians out of rice paddies and 
into factories and offices, the Justice Party 
remains preoccupied with combustible is- 
sues—forcing Muslim clerics into Chris- 
tian schools, and protesting Israeli actions 
in the West Bank and Gaza. 

Moreover, the party’s beliefs fly in the 
face of what the rest of the world has 
learned about economic development—that 
you can’t alleviate poverty without high 
rates of savings, openness to trade and in- 
vestment, and female education resulting 
in lower birth rates. Like Islamists every- 
where, Justice Party members oppose birth 
control on religious grounds. In a capital- 
starved country, the party doesn’t exactly 
inspire investor confidence. Indonesia 
needs domestic capitalists—many of whom 
are Buddhist and Christian ethnic Chi- 
nese. It also needs foreigners—Singapor- 
eans, Japanese, Americans and Koreans. 

Businessmen might not have the incli- 
nation to pore over Qutb’s writings or 
Mr. Qaradawi’s fatwas, but they know 
there’s a problem when the leader of a 
country’s parliament is an outspoken sup- 
porter of a man widely believed to head al 
Qaeda in Southeast Asia. To put it simply, 
the more the Justice Party grows, the less 
competitive Indonesia becomes. While 
Vietnamese workers race to boost produc- 
tivity, the Chinese practice their English 
and Indians pour into software training 
programs, the party’s success sends the 
message that Indonesia’s capital can be 
paralyzed by events in Gaza or Baghdad. 
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The Mall and the Mosque 


LESS THAN A decade ago, Indonesia ap- 
peared likely to evolve as a Muslim version 
of Thailand—culturally self-confident, ec- 
onomically dynamic, comfortable with 
both an ancient past and a modern future. 
Today the odds favor an Indonesia that 
looks more like a Southeast-Asian Paki- 
stan—culturally confused, economically 
stagnant, caught between a modern elite 
and medieval clerics, a recipient of foreign 
aid rather than foreign investment. 

Needless to say, the Justice Party is not 
the only hard-line Islamist group in Indo- 
nesia. But because it’s easily the most pow- 
erful, its success or failure will be the most 
reliable bellwether of Islamic extremism 
in the country. 

The party’s road to power is unlikely to 
be smooth. Even optimists in the party 
don’t think they have a realistic shot at the 
presidency or a majority in parliament be- 
fore 2014. Despite their gains, Muslim fun- 
damentalists in Indonesia—violent and 
nonviolent—remain a minority. 

Most Indonesians feel no instinctive 
hostility toward modernity. Supermarkets 
stock beer; Ramadan sales include dis- 
counts on Capri pants; state-owned televi- 
sion is home to a weekly show called 
Country Road—90 minutes of Indonesians 
in denims and Stetsons line dancing, 
whirling imaginary lassos and crooning 
hits from deepest Texas and New Orleans. 
Sooner or later Indonesia’s cultural plural- 
ism—a cheerful acceptance of Taiwanese 
pop groups, Japanese Hello Kitty dolls and 
Bollywood movies—will run up against 


the Justice Party’s drab fidelity to Arab 
culture alone. 

Second, more than one in 10 Indone- 
sians is anon-Muslim. Thanks partly to the 
legacy of Pancasila, most Indonesians still 
see Catholic Javanese, Protestant Bataks 
and Balinese Hindus as equal citizens rath- 
er than as representatives of subservient 
faiths. Apart from secular Indonesians, re- 
ligious minorities have the most to lose 
from the Justice Party’s agenda; they will 
resist it the most fiercely. 

Then there’s the army. In the post-Su- 
harto era, elements within it have support- 
ed Islamist violence, but the movement is 
too new to have penetrated it in any mean- 
ingful way. In the past the army has acted, 
like in Turkey, as the ultimate guarantor 
of the country’s secular ethos. 

Finally, the party faces an internal chal- 
lenge. It needs to reach out to new support- 
ers while maintaining both discipline and 
ideological coherence. This means devis- 
ing ways to satisfy cadres without alienat- 
ing less committed voters. Expect more 
anti-Israel demonstrations in front of the 


` U.S. Embassy. 


For now, however, the Justice Party is 
on the march. It faces an incoherent oppo- 
sition and can count on the support of in- 
fluential elements in the press and civil 
society. Tarbiyah groups continue to pro- 
liferate on campuses; the black and yellow 
party flag flutters in more and more towns 
across the country. For Sayyid Qutb’s Indo- 
nesian heirs the journey of a thousand 
miles has just begun. What happens along 
the way will be the single biggest determi- 
nant of Indonesia’s future. = 
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The End of the 
China Love Affair 


by Jonathan Anderson 





T’S PROBABLY SAFE to 
say that the world redis- 
covered China in the lat- 
ter part of 2002. Since 
the previous bubble 
came to a screeching halt in the mid-1990s, 
the mainland economy had been essential- 


ly lying fallow: subpar growth, widespread’ 


layoffs and unemployment, banks left with 
a crushing bad loan hangover, farmers 
with stagnant incomes and state enter- 
prises shutting their doors. Most analysts 
and pundits spent their time worrying 
about whether it would all end in tears, 
and you could sense the zeitgeist in the 
most popular bestsellers of the period: The 
Coming Collapse of China and (the ironi- 
cally titled) The China Dream. 

As it turns out, however, the govern- 
ment had done a good job quietly laying 
the groundwork for the next upturn. They 
churned out new infrastructure spending 
on roads and communications, privatized 
the housing stock, created from scratch 


new mortgage and auto-finance instru- 
ments, and all the while kept the doors 
flung wide open for foreign investment 
and export outsourcing. In fact, one could 
argue that they did too good a job—by 
2002, the economy had gone right through 
full-fledged recovery into an outright 
boom. The property-development sector 
was red hot, and banks fueled the fire by 
pumping out credit to nearly every project 
that walked through the door. Profits sky- 
rocketed in steel, cement, autos and other 
housing- and transportation-oriented in- 
dustries, and soon so did new investment 
in plant and equipment. By my estimate, 
the Chinese economy grew around 10% in 
real terms in 2002 and nearly 12% in the 
following year. 

As the economy boomed, so did re- 
turns, and foreign investors who had been 
complaining for half a decade about mori- 
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bund sales and excessive competition were 
suddenly recording very impressive earn- 
ings growth rates. Most important still, in 
the second half of 2002 the demand recov- 
ery began to spill over into global com- 
modity markets. China’s voracious appetite 
for primary products, industrial materials, 
and machinery and equipment drove im- 
port volume growth to 40% year on year, 
and seemingly overnight the mainland be- 
came the key marginal buyer of flat steel 
products, crude oil, copper, soy beans, con- 
struction equipment and a host of other 
goods and services. This demand also kick- 
started the Asian trade recovery; by mid- 
2003 shipments to China accounted for 
more than half of export growth in neigh- 
boring Asian countries—even when we ex- 
clude those goods that went for processing 
and re-export. 

It wasn’t long before the adoring hordes 
starting descending on the mainland. Last 
year it became virtually impossible to walk 
into any of the seemingly endless supply of 
business-class hotels in Beijing or Shang- 
hai and expect to get a room; the confer- 
ence halls were filled with private equity 
firms, commodity analysts, consumer 
salesmen, investment bankers or just tour- 
ists who flocked to “see it all happen.” Ev- 
ery business school in the U.S. and Europe 
was suddenly adding a mainland study 
program to their curriculum; every multi- 
national firm suddenly needed a corporate 
off-site in the Middle Kingdom; and bro- 
kerage houses everywhere were over- 
whelmed with requests for one-on-one 
client trips to rural hinterland provinces. 
In short, the world had embarked on an 
ardent, budding love affair with China. 


The Breakup 


AS WITH MOST romances, however, this 
one had no sooner begun than the ardor 
began to cool. Actually, that’s perhaps too 
harsh; the world’s affair with China man- 
aged to carry on for a full two years, from 
late 2002 through the end of 2004. But 
over the past few quarters events have 
moved in another direction, and from the 
vantage point of mid-2005, things now 
look very different indeed. 

No, we're not talking about the collapse 
of the Chinese economy. In fact, real 
growth is still above 9% and will probably 
average 8% or so over the next five years. 
Banks aren’t going under, but rather im- 
proving; the supposed armies of unem- 
ployed are shrinking; farm incomes are 
rising; urban households are buying homes, 
and mainland goods are flooding shelves 
everywhere. This is still a phenomenal, vi- 
brant growth story—China is here to stay. 

So what’s the problem? To begin with, 
although mainland demand is very strong, 
it is nonetheless showing the effects of two 
years of macroeconomic tightening. In 
real terms, investment growth is now only 
half what it was during the 2003 peak. 
Residential and commercial construction 
activity have visibly come back down to 
earth from the dizzying heights of only a 
year ago. Banks are far from closing their 
doors, of course, but new bank lending has 
also cooled off since the authorities began 
applying administrative pressures. So we 
still see a vibrant China, but we no longer 
see rampant overheating. 

What’s more, after three years of over- 
investment, supply capacity is coming in 
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much faster than demand in a number of 
key industrial sectors, such as autos, steel, 
aluminum, cement, certain chemicals, ete. 
The government may have successfully 
stemmed the flow of new “white elephant” 
investment projects in these areas, but the 
economy is still dealing with a heady rush 
of large and small producers who are open- 
ing their doors to business. . 

The situation is precisely the opposite 
in upstream primary products sectors 
such as fuel, mining and agriculture. Chi- 
nais running out of new production poten- 
tial in nearly every commodity category, 
which, given voracious mainland demand, 
has meant an upward spiral of primary 
commodity prices and imports. Macroeco- 
nomic tightening has helped cool that spi- 
ral down a bit—but has not stopped it, and 
this is adding additional strains to the rest 
of the economy. 

This sharp change in the Chinese eco- 
nomic environment has had three specific 
implications for the rest of us: 

# Global investors are no longer pulling 
out super-profits from China. Look no fur- 
ther than the automobile sector for a 
“poster child” of China’s economic shift: 
from mid-2002 to mid-2004, sedan sales 
grew at an astonishing pace, by more than 
50% per year; however, after gorging 
- themselves on cheap auto finance, con- 
sumers have decided to take a break, and 
sedan purchases actually fell in the first 
quarter of this year. Meanwhile, the eu- 
phoric supply build-out continues unabat- 
ed; by the end of this year, the mainland 
auto sector will have installed capacity for 
six million sedans, compared to end-de- 
mand of only three million. 


IMPORTS FOR EXPORTS 


Year-on-year growth of three-month moving averages 
shows import growth increasingly tied to exports. 
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This sounds like a recipe for disaster, 
and sure enough, Ford, cm, Volkswagen 
and others are having a perfectly misera- 
ble year, with prices falling, inventories 
building and profits collapsing. Mind you, 
the situation is not nearly as bad in the rest 
of the economy—but as we will see below, 
this still marks the end of the upward prof- 
it cycle in China. 

* China’s imports from the rest of the 
world are no longer growing: Actually, they 
are now falling; just look at the chart near- 
by, which shows real import growth by cat- 
egory. Two years ago the mainland was 
snapping up everything in sight, and over- 
allimports were increasing at 40% year on 
year. Over the past six months, however, 
the combination of slowing domestic de- 
mand and rapidly rising excess capacity 
has pushed Chinese imports of processed 
basic materials down sharply. The situa- 
tion is better in other manufactured goods 
categories, but only slightly; imports of ma- 
chinery and equipment are now virtually 
flat, again reflecting the deceleration of do- 
mestic investment spending. l 

There are only two areas, in fact, where 
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China is still actively buying in increasing 
amounts. The first, as noted above, is pri- 
mary products; as you can see from the 
chart, raw material imports have also 
slowed, but not by nearly as much as in 
other categories. The second is intermedi- 
ate inputs for re-export, such as mother- 
boards, connectors and 1c products in the 
electronics sectors. 

# The reason intermediate imports are 
still growing is that exports are still very 
strong, as the second chart shows. Not only 
is the mainland no longer buying—it’s sell- 
ing a lot more than it did before. Textile 
manufacturers are taking advantage of 
the elimination of the decades-old global 
quota system to increase market share. 
Electronics shipments are jumping as for- 
eign players pour into China to locate pro- 
duction and assembly facilities. But that’s 
not all. For the first time, we are seeing a 
strong uptick in exports of steel, alumi- 
num, machinery and other heavy indus- 
trial products. 

What does it all mean? The upshot is 
clear: China may still have a strong, grow- 
ing economy, but that growth no longer 


looks very friendly to the rest of the world. - 


In the words of Simon Ogus of psGAsia, 
“The Chinese customer is turning com- 
petitor.” And this means that world’s late, 
great love affair with China is now turn- 
ing sour. 


What to Expect 


WILL IT BE an amicable parting? Alas not. 
There are good reasons to believe that the 
relationship with China could take a much 
testier tone, at very least for the next year 
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or two. By far the most important or those 
reasons is the simple fact that the rest of 
the global economy is not in great shape. 
Yes, the U.S. economy is still powering 


‘ahead, but growth looks increasingly frag- 


ile, with soaring trade and current-account 
deficits, bond and currency markets 
propped up by ever-greater amounts of 
foreign borrowing, overheated housing 
prices, and an itchy investor base scanning 
the news daily for signs of trouble. 

Outside U.S. borders, it’s hard to find 
new sources of stimulus, Europe remains 
stuck in a profoundly unexciting 1% to 2% 
real growth rut, unable to fully resolve 
deep-seated structural problems. Japan is 
(once again) coming out of recession, but 
(once again) no one is very enthusiastic 
about its near-term economic prospects. 
This time last year, China’s other Asian 
neighbors were abuzz with talk of renewed 
confidence, “delinkage” and the rise of the 
regional consumer; however, the recent 
steady deterioration in GDP and production 
data have shown precisely how dependent 
Asia still is on exports—and how impor- 
tant China was for the recovery story over 
the past two years. 

Against this backdrop, fading Chinese 
demand and growing mainland exports 
will not go unnoticed, to say the least. Here 
are the trends to look for in the next 12 to 
18 months: 

æ Falling profit margins. We've already 
seen a shakeout in a few headline sectors 
like property development and auto manu- 
facturing, but this is not the end of the sto- 
ry; heavier industrial sectors like steel, 
aluminum, chemicals and other materials 
are almost certainly next, as higher input 





L 


The End of the China Love Affair 





— I 


— a 


costs, rising excess capacity and slower 
end-demand take their inexorable toll. 
Downstream sectors such as light manu- 
facturing and services have seen less new 
capacity investment and thus should be 
spared the worst, but margins will none- 
theless come off as higher producer prices 
get passed through the system. 

As discussed above, the only area with 
an unabashedly positive outlook is up- 
stream primary products, where short 
Chinese supply will keep prices buoyant— 
but again, this just means continued cost 
pressures on the rest of the economy. And 
as profit margins subside from the current 
astronomical levels, so will foreign inves- 
tors’ euphoria at the “China boom.” 

# Rising trade tensions. Growing Chi- 
nese market penetration in textiles, furni- 
ture, electronics as well as practically 
every other known consumer goods cate- 
gory has raised hackles across developed 
markets. G-3 imports grew at an average 
pace of 13% year on year in the first quar- 
ter of this year; meanwhile, Chinese ex- 
ports to the G-3 economies (which already 
account for one-seventh of total import 
purchases) increased 35% year on year 
over the same period, with no sign of a 
slowdown whatsoever. 

Indeed, quite the opposite; excess in- 

dustrial capacity at home is adding new 
product categories to the list. In the last 
few quarters China swung from a very 
large finished steel and aluminum import- 
er to anet exporter of the products; the sit- 
uation in chemical industries is not quite 
as dramatic, but net import volumes are 
still falling at a pronounced clip. And while 
the mainland is far from a major player on 
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THE GREAT DIVERGENCE 


Real growth of three-month moving averages 
shows China’s imports peaking while exports boom. 
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global auto markets, industry analysts have 
been surprised by skyrocketing exports of 
Chinese vehicles and parts (albeit from a 
tiny base) over the past two years. 

The prospect of Chinese manufacturers 
unexpectedly taking over heavy industrial 
markets the way they have done in labor- 
intensive industries is unlikely to win the 
mainland new friends abroad. The good 
news, if you will, is that this is a temporary ` 
phenomenon driven by cyclical overcapac- 
ity and macroeconomic tightening, and 
mainland trade patterns should return to 
normal over the next few years. But for the 
next 12 to 24 months, look for rising ten- 
sions with China’s main trading partners. 

a More currency pressures. From late 
2003 through the beginning of this year, 
we didn’t hear much vocal pressure on the 
exchange-rate issue. Most foreign govern- 
ments held their breath and watched the 
diverting spectacle of China’s domestic 
economy, from overheating to tightening 
and back again, and any official dialogue 
was generally carried out behind the 
scenes. 

But not any more. Over the last months 
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the markets have virtually erupted with 
official statements and actions aimed at 
the yuan. The U.S. Senate recently en- 
dorsed a measure imposing a 27.5% tariff 
on all Chinese exports to the U.S. if China 
doesn’t revalue its currency. The U.S. 
House of Representatives introduced a bill 
that would define exchange-rate manipu- 
lation as a prohibited export subsidy and 
allow U.S. agencies to sanction China in 
order to protect U.S. industries. 

The last G-7 meeting of finance minis- 
ters and central bank governors narrowly 
escaped issuing a direct call for Beijing to 
take immediate action on the exchange 
rate (only the Japanese representatives 
deferred, for political reasons). Since then, 
U.S. Treasury Secretary John Snow has 
pounded on the table on nearly a weekly 
basis, and markets are speculating that 
the Treasury will also re-include China in 
its annual list of foreign countries that 
manipulate their currencies—a move 
which would force bilateral negotiations 
between the U.S. and China on the ex- 
change-rate issue. 

Why now? In part because of rising 
confidence in a “soft landing” in China (if 
macro worries are fading, there’s no longer 
an excuse for the global community to put 
off action), and in part precisely because 
of the recent cycle of rising exports and 
falling imports. In the past, the Chinese 
authorities could easily deflect calls for 
currency adjustment by pointing to a rela- 
tively balanced current-account position, 
but after the radical trade adjustment of 
the past few quarters the current-account 
surplus is now running at nearly 10% of 
GDP on a seasonally adjusted basis—in oth- 


er words, future discussions are going to 
get more and more difficult as the num- 
bers come out. This will be particularly 
true in the U.S., where external deficits are 
rising without respite; the U.S. Treasury 
had been a voice of moderation in the past, 
but clearly could not hold out against ris- 
ing populist sentiment. 


What Can China Do? 


A FINAL QUESTION: Is there anything Chi- 
na can do to make things better? Open up 
its import markets? Cool down export 
growth? Revalue the currency? 

Sadly, the answer is ... no, not really. 
Despite common complaints in the press 
about market access and intellectual prop- 
erty rights, the fact is that over the past 
decade the mainland has undertaken one 
of the world’s most rapid and widespread 
market liberalizations. In 1990, annual im- 
port value was just over 10% of app; by last 
year, the ratio had rocketed to 35%. 

Under the terms of wro accession, Chi- 
na is relentlessly opening sector after sec- 
tor to foreign trade and investment, along 
the way becoming one of the largest glob- 
al importers of raw materials, machinery 
and equipment. Of course the process is 
not yet over, with much opening to come 
in service sectors such as media, finance 
and distribution—but most of the heavy 
lifting is already behind us. 

On the export side, the government has 
been quietly trying to dampen growth over 
the past few quarters, taking away var re- 
bates for overseas shipments (despite the 
fact that under standard global practice, 
Chinese producers should receive a full 
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vaT refund on all export transactions), and 
imposing voluntary restrictions on key 
sectors such as textiles in order to avoid 
frictions with trading partners. But China 
is far from the “Japan Inc.” or “Korea Inc.” 
of old, where a few cozy meetings between 
bureaucrats and business leaders could de- 
cide the issue. - 

The mainland export sector is mostly 
private, highly fragmented—and more 
than 50% of exports come from foreign- 
owned producers. In this environment, it’s 
hard enough for the authorities to keep up 
with current trends, much less implement 
an effective clamp-down. And with new 
foreign investment money rushing in un- 
abated, China’s exports are just going to 
grow and grow. 

Then there’s the currency. To listen to 
U.S. lobby groups, the Chinese yuan is the 
root of all evil, giving a massively unfair 
advantage to mainland exporters and tak- 
ing away jobs from American workers. Is 
the yuan too cheap? Absolutely yes, in a 
near-term sense, and the exchange rate 
should appreciate over time once China 
begins the move to flexibility. However, 
it’s devilishly difficult to show that the 
yuan is “fundamentally” undervalued over 
the longer term, i.e., that the exchange rate 
is providing a large structural subsidy to 
Chinese workers. l 

But the more salient point is this: Even 
if the yuan were to strengthen significant- 
ly tomorrow, we doubt very much that the 
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U.S. economy—or Europe, or Japan—would 
reap any sizeable benefits. I went through 
the details a few months ago in these pages 
(“How I Learned To Stop Worrying and 
Forget the Yuan,” December 2004); the key 
conclusions are as follows: First, there are 
precious few industries where Chinese 
workers compete “head-to-head” with 
their developed-country counterparts. Not 
toys, not textiles, not low-end appliances. 
In fact, the only area of substantial overlap 
is the electronics sector: Second, the do- 
mestic value-added share of China’s elec- 
tronics exports is laughably small, around 
15%, as most of the input components are 
produced in other countries. This means 
that even a 25% revaluation of the yuan 
would only raise the factory-gate price of a 
“Chinese” Pc or DvD player by 3% to 4%— 
hardly an earth-shattering rise for the U.S. 
consumer. Instead, the real beneficiaries of 
a stronger Chinese currency would be its 
low-income neighbors, who compete in the 
same labor-intensive export industries 
(toys, textiles, etc.) where the mainland 
makes its money. 

This doesn’t mean that China should 
abandon its plans to move to a flexible cur- 
rency regime—in fact, there are plenty of 
good domestic reasons to go. But given the 
arguments above, any political benefits of 
moving the yuan are likely to be short- 
lived and insufficient to offset rising disil- 
lusionment with Chinese growth. Better 
settle in for a bumpy ride ahead. m 
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China’s Quiet 
Powerhouse 


by Michael J. Enright and Edith E. Scott 





INCE THE ONSET of its 
economic reform pro- 
gram in 1979, China has 
become the world’s most 
dynamic large economy. 
Globally, its economic rise has been viewed 
with a mixture of admiration and alarm. 
Most outsiders, however, do not appreciate 
the extent to which the mainland’s econo- 
my is a series of loosely coupled regional 





economies, some driving China forward 
and others holding it back. This structure 
presents some of the. toughest challenges 
and greatest opportunities for business- 
people and policy makers in China. 
Foremost among China’s economic re- 
gions is the Greater Pear] River Delta, a 
region consisting of Hong Kong, Macau, 
and the Pearl River Delta Economic Zone 
of Guangdong province. The economy of 
the Greater Pearl River Delta is the larg- 
est, most affluent and most international 
in China, a fact that might be news to 
those focused on political developments 


in Beijing and the gleaming skyscrapers of 
Shanghai. The region is a force that must 
be examined, and reckoned with, by ana- 
lysts, business people, and policy makers 
if they hope to understand where China’s 
economy has been and where it might be 
going. 

If it were a country, the Greater Pearl 
River Delta (with a app in excess of $300 
billion), would today be the world’s 16th 
largest economy and tenth leading export- 
er. The Greater Pearl River Delta accounts 
for less than 0.5% of the land mass and less 
than 5% of the population of China, but ap- 


ov Mr. Enright is Sun Hung Kai professor at the 
School of Business of the University of Hong 
Kong and director of the Asia-Pacific Competi- 
tiveness Program at the Hong Kong Institute of 
Economics and Business Strategy. Ms. Scott is 
managing director of Enright, Scott & Associ- 
ates, a Hong Kong-based economic and strategy 
consulting firm. This article is based on the book 
Regional Powerhouse: The Greater Pear] River 
Delta and the Rise of China, written by the au- 
thors together with Ka-mun Chang. For a review 
of the book, please see page 62. 
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proximately 20% of its GDP and nearly 
40% of its exports. 
One reason why much of its recent de- 


velopment has taken place beneath the ra- 
dar screen is that few analysts bother to 
provide an appropriate comparison be- 
tween China’s leading economic regions. 
Instead, they tend to start with an overly 
small Pearl River Delta, excluding Hong 
Kong and Macau, and then compare it to 
an overly large Yangtze River Delta, in- 
cluding all of Shanghai, all of Zhejiang, 
and all of Jiangsu. Furthermore, limita- 
tions on the offices and travel of foreign 
media have meant that political stories 
come from Beijing, while business or eco- 
nomic stories come from Shanghai. 


Driving Forces 


THE FORCES DRIVING the economy of the 
Greater Pearl River Delta region have been 
the interaction and complementarity be- 
tween Hong Kong and the Pearl River Del- 
ta Economic Zone. Hong Kong has 
provided capital, financial services, man- 
agement, high-end business services, in- 
frastructure investment, communications, 
transportation and logistics, technology, 
and international linkages while the Pearl 
River Delta has provided land, resources, 
labor, a growing market, and increasingly, 
technology, infrastructure investment and 
service capabilities of its own. 

The vast majority of the external in- 
vestment in the Pearl River Delta has 
come from Hong Kong. Companies from 
the territory employ between 10 million 
and 11 million workers in the region, more 
than Hong Kong’s total population. Also, 





proximity to Hong Kong has been a key 
reason foreign firms invest in the Pearl 
River Delta. The vast majority of Hong 
Kong’s trade involves re-exports from or 
to the Pearl River Delta, while Hong Kong 
provides the main international inlet and 
outlet for the region. 

The value of tight links with Hong Kong 
can be seen by comparing Shenzhen and 
Dongguan, the two jurisdictions just north 
of Hong Kong, with Zhuhai and Zhong- 
shan, the two jurisdictions just north of 
Macau. In 1980, as China’s economy started 
to open, Zhuhai and Zhongshan had a com- 
bined app of $674 million, while Shenzhen 
and Dongguan had a combined ep of $650 
million. By 2004, the cpp of Shenzhen plus 
Dongguan was $56 billion, while that of 
Zhuhai plus Zhongshan was $14 billion. 
The difference can be traced to trade and 
investment facilitated by Hong Kong. The 
value created by easy access to Hong Kong 
was the driving force behind plans to build 
a bridge from Hong Kong to Macau and 
Zhuhai, to be completed by 2009. 

These links have been supplemented in 
recent years by dramatically improved ca- 
pabilities and expanded investment in the 
Pearl River Delta Economic Zone. Shen- 
zhen has more Ph.D.s as a percentage of 
total population than any other city in Chi- 
na. It also is the leading exporter among 
mainland cities and a leading producer of 
electronics and communications equip- 
ment. Guangzhou has become a major cen- 
ter for the automotive industry, as well as 
aregional service and logistics center. Fos- 
han is a leading center for the home appli- 
ance sector. The largest single foreign 
direct investment in China’s history is a 
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$4.3 billion petrochemical complex being 
constructed by Shell and Chinese National 
Offshore Oil Corporation, better known as 
CNOOG, in Huizhou, while Japanese steel- 
maker JFE is planning a $1 billion integrat- 
ed steel.complex in Nansha, south of 
Guangzhou city. Local companies like 
Huawei, TCL, Galanz, Midea, Gree, and 
Konka are increasingly making their mark 
on world markets. 

Further liberalization and openness in 
China is manifested in China’s accession 
to wTo and the Closer Economic Partner- 
ship Arrangement (CEPA) between the 
Chinese mainland and Hong Kong and 
Macau. Given the international orienta- 
tion of the Greater Pearl River Delta re- 
gion, and the fact that it has been 
operating at world quality and cost stan- 
dards for years, the region should receive 
a disproportionate boost from the greater 
liberalization and openness expected in 
China’s economy. 

Greater openness in China’s service 


sector will enhance Hong Kong’s ability to ` 


act as a service centre for the PRD as well 
as the rest of the country. CEPA provides 
access to China’s markets to Hong Kong 
and Macau firms and qualifying Hong 
Kong- and Macau-based subsidiaries over 
and above that provided in the wTo acces- 
sion agreement. The result will be a reduc- 
tion of barriers to operation across the 
region and closer interaction between the 
different jurisdictions in the Greater Pearl 
River Delta. 

Growth in China’s “accessible market” 
due to greater purchasing power, urban- 
ization, improved transportation infra- 
structure and greater market orientation 


favor the Greater Pearl River Delta region. 
The major cities in the region are being 
completely remade. Guangzhou will de- 
velop or redevelop an area equal to half the 
size of Tokyo over the next decade, spend- 
ing about as much on infrastructure as 
Shanghai did in the last 10 years. New city 
centers are being built in other pro cities 
such as Shenzhen, Dongguan and Fos- 
han—places that have never had modern 
city centers. This simple act will create its 
own business and economic activities as 
well as providing greater efficiency in the 
municipal economies overall. The Hong 
Kong-Macau-Zhuhai Bridge is likely to 
foster development on the western side of 
the delta even faster than development on 
the eastern. 

The Greater Pearl River Delta region 
also will benefit from the new Pan-Pearl 
River Delta initiative that aims to create in- 
frastructure, business and governmental 
links between Guangdong province, Hong 
Kong, Macau and eight neighboring Chi- 
nese provinces. Under this initiative, pro- 
posed by Guangdong Party Secretary 
Zhang Dejiang with the support of the cen- 
tral government, the eight provinces will 
benefit from business spillovers and invest- 
ment from the Greater Pearl River Delta 
region, while the region gets to expand its 
hinterland. f 

The efforts to link the nine provinces 
and two special administrative regions is 
best understood as the first major step taire N A 
creating large subnational economies iny y 
China on the way to developing a true pa 
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still in the vanguard of new economic de- 
velopments in China. 

‘ Corporate strategic shifts, develop- 
ments in costs and capabilities and greater 
physical connectivity within the Greater 
Pearl River Delta region will also have an 
impact. Recognizing that it is not possible 
to manage all of their Chinese mainland 
businesses from a single location, major 
corporations are setting up regional cen- 
ters in South China, East China, and North 
China, making the Greater Pearl River 
Delta region a focal point for China activ- 
ities. Improvements in capabilities in the 
PRD are providing local and international 
firms with more options for the location of 
their activities in the region. In addition, 
improvements in infrastructure and 
streamlined procedures are creating an 
unprecedented fluidity of transit between 
Hong Kong, Macau and the Pearl River 
Delta, all of which should make the region 
a more attractive location for local and in- 
ternational business. 

Finally, the development of Macau and 
the opening of Hong Kong Disneyland in 
September of 2005 will reshape the re- 
gion’s travel and tourism sectors. Macau is 
on track to pass Las Vegas as the world’s 
leading gaming center this year. By 2008, 
massive developments on the Cotai Strip 
led by Las Vegas Sands Corp. will more 
than double the total number of hotel 
rooms to over 24,000 from just over 
10,000. Accompanying investments are 
creating attractions that will make Macau 
into the leading destination-resort loca- 
tion in Asia. Hong Kong Disneyland, one 
of only five locations worldwide, is expect- 
ed to attract nearly six million extra visi- 


tors to the territory each year. Travel and 
tourism in the region will be enhanced by 
the facilitated individual travel (FIT) 
scheme in which approximately 158 mil- 
lion mainlanders can travel to Hong Kong 
or Macau without the need to join official 
tour groups. 


Issues Facing the Region 


WHEN WE RELEASED a report on the Great- 
er Pearl River Delta region in February 
2003, we made numerous suggestions for 
policies and strategies to enhance the re- 
gion’s development. There has been a great 
deal of progress on many of the issues 
raised since then. Physical connectivity 
within the region will improve greatly 
with the construction of the Hong Kong- 
Macau-Zhuhai Bridge, completion of the 
western corridor connecting Hong Kong 
and Shenzhen, and the extension of road 
and rail networks to Zhuhai and Macau. 
By 2009, all the major cities within the 
Greater Pearl River Delta should be with- 
in a three-hour car ride of each other, con- 
nectivity that will make the region far 
more tightly integrated. As mentioned, the 
Pan-Pear] River Delta Initiative will create 
much better physical links between the 
Greater Pearl River Delta and the rest of 
southern China. l 

More important even than improved 
physical connectivity has been improved 
psychological connectivity. The region has 
adopted “the Greater Pearl River Delta” as 
a common name and increasingly as a 
common regional identity. A tremendous 
increase in contacts among government, 
business, academic and other groups has 
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Parochialism, pollution, and energy and labor short- 
ages are among the chief challenges facing the PRD. 





fostered much greater awareness and un- 
derstanding among people from different 
parts of the region. Joint trade and invest- 
ment promotion have become the norm 
rather than the exception, and joint tour- 
ism promotion is beginning to take shape. 
The Greater Pearl River Delta Business 
Council has become a forum for discussion 
of issues crucial to busineés in the region. 
‘More and more, people within the region 
are adopting an “us and us” mentality that 
focuses on joint gains rather than an “us 
versus them” mentality that focuses on ze- 
ro-sum competition. Two rounds of CEPA 
and the rit scheme have brought business 
and people in the region closer literally 
and figuratively. Even neglect of Macau 
has been turned around by massive invest- 
ments in the tourism and gaming sectors. 
The new mindset is being facilitated by 
China’s wTo entry, CEPA and easier travel, 
but it is being powered by well-informed 
economic self-interest, which is why it will 
continue and grow. In addition, further in- 
teraction and economic integration in the 
region have received strong support with- 
in Hong Kong, Macau and Guangdong, and 
they have the blessing of the Beijing. 
However, there are still a number of 
challenges for the region. Significant pa- 
rochialism remains. For example when 
Guangzhou officials claim that the Baiyun 
Airport is “one of three international air- 
ports in China,” they ignore Hong Kong 
and Macau (not to mention Taipei), and 
when people in Hong Kong think only of 
the potential impact of closer interaction 








on short-term property prices in Hong 
Kong they lose sight of the benefits. The 
development plans of the cities of the Pearl 
River Delta seem remarkably similar, with 
each striving to develop the same indus- 
tries and promoting similar projects. The 
challenges associated with a multipolar 
region containing one province, two SARS, 
two sEzs and several other major munici- 
palities remain. The key here is not that all 
jurisdictions in the region have to cooper- 
ate on every issue, but that they recognize 
and act on their own comparative advan- 
tages and on informed self-interest. 

Shortages of energy and labor remain 
concerns. Current demand for electricity 
in the PRD is estimated to exceed genera- 
tion capacity by nearly 15%. The result has 
been cutbacks on power to some factories, 
the recommissioning of some power plants 
that had been closed for environmental 
reasons, increase in the use of small gen- 
erators by factories and expanded power- 
plant investment. On the labor front, in 
late 2004 it was estimated that the Pearl 
River Delta region had two million more 
jobs than employees to fill those jobs. In 
both cases, the shortages can be viewed as 
growing pains associated with rapid de- 
velopment and underestimates of demand. 
It is expected that the power shortage will 
be alleviated within a five-year time frame, 
while solving the labor issue for a region 
that imports much of its labor from else- 
where in China will involve improved 
working conditions, higher wages and bet- 
ter career paths. 
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Pollution is another major issue in the 
region. Though not as bad as in other plac- 
es in China, air and water pollution are in- 
creasing concerns. With auto ownership 
expected to expand dramatically and mas- 
sive new industrial capacity scheduled to 
come on stream in the next five years, pol- 
lution will be a greater problem in the fu- 
ture. Although the pollution itself is worst 
in the industrial areas, ironically the great- 
est economic danger could be to Hong 
Kong, Shenzhen, Macau and Zhuhai, 
which rely or will rely on tourism or on 
high-value activities performed by mobile 
professionals who might choose to go else- 
where due to environmental concerns. 
Strong enforcement of régulations already 
on the books by individual communities in 
the PRD will be necessary in order to pre- 
vent a significant deterioration in the en- 
vironment. In Hong Kong, a “name and 
shame” approach that publicly identifies 
Hong Kong companies that are polluters 
in the mainland may have some impact. 
However, an ethos that still focuses on 
short-term economic growth rather than 
long-term sustainability and the difficul- 
ties involved in cross-jurisdictional plan- 
ning and regulation means that things are 
likely to get worse before they get better. 

Despite improvements, there is still a 
need for information and education with- 
in the region. Many people still do not 
know the advantages that the Greater 
Pearl River Delta has as a location for pro- 
duction, management, services and relat- 
ed economic activities. Nor do many have 
aclear sense of all the advantages present 
in the region’s various jurisdictions, or 
how they can be combined. The compila- 





tion and dissemination of even basic infor- 
mation in this area would go a long way 
toward improving understanding around 
the region. This includes demographic and 
economic data, as well as more complex 
information on the locations of specific in- 
dustries, specific pockets of expertise, and 
specific channels that can be used for 
those interested in further interaction. 

The region needs to formulate and com- 
municate a clear message to the interna- 
tional business community. Too few senior 
executives elsewhere in the world know 
that it is the Greater Pearl River Delta that 
is the largest, most affluent and export-ori- 
ented regional economy in China. Too few 
understand the unique complementarities 
and competitiveness of the region. And too 
few understand that a focus on East China 
or North China is likely to miss one of the 
most attractive markets in China. 

Each of the individual jurisdictions 
faces challenges of its own. Hong Kong’s 
land policy that has restricted supply in an 
attempt to prop up the market, may price 
the territory out of more economic and 
business activities than is necessary. Hong 
Kong salaries of four to six times Pearl 
River Delta levels for midlevel managers 
and professionals are not going to be sus- 
tainable as skills, capabilities and infra- 
structure improve on the mainland. Hong 
Kong has been cutting back on higher edu- 
cation expenditures at a time in which it 
needs to be investing in the knowledge lev- 
els of its workforce. And of course Hong 
Kong’s political problems mean that gov- 
ernment has limited ability to take on spe- 
cial interests or develop potentially 
unpopular but necessary policies. 
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In Macau, the rapid development of the 
gaming and tourism sectors are a mixed 
blessing. These sectors, which powered 
GDP growth of 16% in 2003 and 28% in 
2004, are a continuing source of growth. 
However, there are concerns that Macau 
will become overcrowded, that gaming of 
the magnitude contemplated will resultin 
an increase in undesirable social conse- 
quences, and that the allure of gaming and 
tourism jobs may result in many students 
quitting school and never obtaining ad- 
vanced skill levels necessary for other as- 
pects of the economy. 

There is a tendency in Guangdong 
province to understate the value of small- 
scale enterprises, of labor-intensive activ- 
ities and of “off plan” development. Some 
appear to believe that it is time that Guang- 
dong “grew up” and “graduated” to larger 
scale, higher value-added and more direct- 
ed development. In fact, it has been the 
small-scale, labor-intensive, “off plan” de- 
velopment that has laid the groundwork 
and provided the demand for other types 
of industries and activities. In the rush to 
go upstream, upscale and upmarket, this 
base should not be neglected or ignored. 
In addition, in several jurisdictions, social 
services, such as policing, education, sani- 
tation, and others, have not caught up with 
the rising population and industrial activ- 
ity. These will be critical issues as the re- 
gion changes from one driven by labor 
from other parts of China to a more stable 
locally based population. 

In addition to region-specific issues, 
the Greater Pearl River Delta is also sub- 
ject to forces that may influence China’s 
economy as a whole. While these are on 
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balance quite positive, there is always the 
chance that cross-strait tension, trade 
protectionism, slumps in global markets 
and problems with the financial sector 
will have adverse effects on China’s econ- 
omy. Being more internationally oriented 
than other regions in China, any such 
problems could have a substantial impact 
on the region. 


The Future of the Region 


DESPITE THE VERY real challenges it faces, 
the more time one spends in the region 
and the more one investigates its potential, 
the more the challenges appear as bumps 
in the road rather than as insurmountable 
obstacles. In 10 years’ time, we expect that 
the Greater Pearl River Delta will be even 
more important in economic terms. The 
region is likely to have a population of 
about 75 million people (up from around 
50 million in 2000) living in an urban belt 


‘that will run from Hong Kong, up through 


Guangzhou and around to Macau. When 
one realizes that only one part of the re- 
gion, the eastern part of the Delta, is de- 
veloped to any great extent, one begins to 
get a picture of the potential. 

The region is likely to enhance and ex- 
tend its business combinations to improve 
competitiveness in its traditional sectors, 
while greatly expanding in sectors in 
which it has traditionally been weak. In 
light manufacturing, home appliances and 
electronics, improvements in infrastruc- 
ture will expand the region’s manufactur- 
ing base as urbanization provides an even 
more substantial workforce. The end of 
the quotas for garments and textiles will 
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allow the region to leverage its competi- 
tiveness in these sectors as never before. A 
combination of business-attraction poli- 
cies and the development of consumer, ur- 
ban and industrial markets is fostering 
huge development in materials, metals, 
chemical, machinery and equipment, sec- 
tors that were never particularly promi- 
nent in the region. The result will be a 
fully diversified manufacturing economy 
on par with any other region in China, or 
in the world. Linked to manufacturing will 
be a much more open and dynamic service 
sector driven by regional growth and by 
the skills and capabilities found in Hong 
Kong and eventually in Shenzhen, Guang- 
zhou and Macau. 

A decade from now, the Greater Pearl 
River Delta may not be China’s largest eco- 
nomic region in terms of epp (that honor 
will go to the Yangtze River Delta), but it 
will continue to be the most affluent re- 
gion in China—Hong Kong and Macau will 
continue to be China’s most affluent cities, 
while Shenzhen, Zhuhai and Guangzhou 
will be also among China’s richest cities. 

In the past, it has been the combina- 
tions present in the Greater Pearl River 
Delta region, particularly the combination 
of Hong Kong with the Pearl River Delta, 
that have allowed the region to become a 
major player on the world stage. For other 
places in the world, it has not been a mat- 
ter of competing against “China” if “Chi- 
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na” is framed as a Third World nation with 
alow overall level of development. Instead, 
it has been a matter of competing against 
the resources and labor of China combined 
with First World knowledge of markets, 
finance, technology and management 
based in Hong Kong. In industries in which. 
this combination can be brought to bear, it 
is very difficult for others to compete. 

Today, local companies are seeking out 
further Greater Pearl River Delta oppor- 
tunities, placing different activities in dif- 
ferent jurisdictions, and tying them 
together through improved transportation 
and communication. Foreign companies 
are taking increasing notice as well, find- 
ing the region to be a production platform 
that they must use if they are not to be out- 
competed by others that do. 

Foreign governments are finding that 
detailed knowledge of the Greater Pearl 
River Delta region is essential if they are to 
understand China’s rise and prepare their 
own economies to compete with and sell 
into China. What each is finding is that it 
is very difficult for other nations or regions 
to match the distinctive combinations and 
complementarities that have contributed 
to the growing competitiveness of the 
Greater Pearl River Delta region. It is these 
combinations and complementarities that 
are likely to continue to power the develop- 
ment of one of the world’s most dynamic 
economic regions. E 
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Two Visits, 
Many Interpretations 
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by Shelley Rigger 





HE RECENT VISITS of 
Taiwanese opposition 
party leaders Lien Chan 
and James Soong to 
mainland China have 
elicited a wide range of reactions from ob- 
servers in the P.R.C., Taiwan and else- 
where. On the mainland, the visits are 
viewed as a demonstration of Beijing’s new, 
more flexible approach to cross-strait rela- 





tions. In Taiwan, politicians associated 
with the two leaders are celebrating a 
breakthrough event: the Chinese Commu- 
nist Party’s decision to receive high-level 
Taiwanese politicians and engage in sub- 
stantive discussions. But others, including 
many scholars as well as members of Pres- 
ident Chen Shui-bian’s Democratic Pro- 
gressive Party, worry that the visits 
accomplished little and carried hidden 
costs for Taiwan. Official U.S. statements 
welcoming cross-strait dialogue but urging 
Beijing to engage Taiwan’s government 
convey skeptical encouragement. 


According to scholars in the P.R.C., the 
visits were the result of new thinking on 
cross-strait relations. They point to Chi- 
nese leader Hu Jintao’s statement of March 
4, 2005, in which he suggested that an 
agreement between President Chen and 
People First Party head Mr. Soong could 
provide the basis for dialogue with Tai- 
wan. In their February statement, Messrs. 
Chen and Soong agreed to pursue cross- 
strait dialogue on the basis of Taiwan’s 
current status as the Republic of China, 
and they set forth three principles to guide 
cross-strait policy: “adherence to the 
[R.0.C.] Constitution; maintenance of the 
status quo; and cooperation in promoting 
peace.” Given the content of the Chen- 
Soong statement, Hu Jintao’s comments 
seemed positive indeed. 


oso Ms. Rigger is the Brown Associate Professor 
of Political Science at Davidson College and au- 
thor of Politics in Taiwan: Voting for Democ- 
racy and From Opposition to Power: Taiwan’s 
Democratic Progressive Party. 
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As it turned out, however, P.R.C. leaders 
used the Chen-Soong agreement selective- 
ly in their talks with Taiwan’s opposition 
party leaders. On the positive side, the Hu- 
Lien and Hu-Soong communiqués shelved 
the issue of unification, focusing instead on 
preserving peace and stability. Nor did 
Beijing mention the “One Country, Two 
Systems” formula, after years of insisting 
that unification must proceed on that basis. 
Instead, the statements released during the 
two visits stressed the “1992 consensus”—a 
loosely defined agreement to set aside the 
thorniest issues that allowed negotiations 
on practical matters to move forward in 
the early 1990s. Mainland leaders also of- 
fered economic incentives and promised to 
relax their opposition to Taiwan’s partici- 
pation in the international arena if certain 
conditions were met. 

Despite these positive developments, 
many observers in Taiwan doubt Beijing’s 
“new thinking” includes many real conces- 
sions, and worry that the apparent retreat 
on some rhetorical elements may be only 
tactical. For example, the mainland Chi- 
nese leaders’ nod to “preserving the status 
quo” may founder on the fact that the two 
sides do not agree on what “the status quo” 
is. Taipei-based scholars also point out that 
in the Hu-Soong agreement, the “1992 con- 
sensus” is linked explicitly to Beijing’s 
“One China Principle.” Yet it was the very 
vagueness of this link that made the ’92 
consensus a promising option for moving 
forward. By publicly insisting that Tai- 
wan’s acknowledgement of the 92 consen- 
sus is equivalent to accepting its One China 
Principle, the P.R.C. could render this 
framework unusable. 
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Observers in Taipei are also cool to the 
new formulation emerging out of the Hu- 
Soong talks, “Two Shores, One China” (ii- 
angan, yizhong). While the Western press 
greeted this innovation enthusiastically, 
scholars in Taiwan worry that Beijing will 
see it as a retreat. In the past, Taiwan lead- 
ers interpreted the 1992 consensus to mean 
that each side recognized the existence of 
one China, but held different interpreta- 
tions. “Two shores, One China” makes no 
mention of differing interpretations. 

Another source of controversy concerns 
Beijing’s intentions in inviting the two op- 
position party leaders to the mainland for 
high-profile visits. According to the P.R.C., 
it believes that party-to-party dialogue is a 
useful way to engage political actors on the 
other side and resume dialogue. P.R.C. 
scholars hope the stage is set for a visit by 
Mr. Chen himself. Indeed, during Mr. Lien’s 
visit Mr. Hu said the P.R.C. was willing to 
talk to anyone, regardless of his past words 
or actions, including members of the ppp. 
After years of P.R.C. leaders demonizing 
Mr. Chen and the ppp as a separatists, Mr. 
Hu’s words were a welcome change. None- 
theless, Taiwanese and some international 
observers worry that the visits were part of 
a united front campaign aimed at foment- 
ing partisan conflict within Taiwan. 

One clearly positive outcome of the vis- 
its was their effect on popular perceptions 
across the strait. For years, Taiwanese have 
seen the P.R.C. as hostile to the Taiwan 
government and, increasingly, to the Tai- 
wan people. Threatening rhetoric and dis- 
missive proclamations from top P.R.C. 
leaders were reinforced by reports of rising 
popular nationalism and pro-unification 
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sentiment in the P.R.C.. Thus, the fact that 
two Taiwanese politicians could be re- 
ceived warmly on the other side was com- 
forting. Likewise, many P.R.C. citizens 
seemed genuinely glad to host Messrs. Lien 
and Soong, and pleasantly surprised by 
their words. One P.R.C. scholar told me he 
was moved to tears watching Mr. Soong’s 
televised visit to his hometown in Hunan. 
The atmospherics were especially pos- 
itive during Mr. Lien’s trip. His speech at 
Peking University stressed the historical 
continuity between the Republic of China 
on the mainland and the R.O.C. today. He 
also talked about Taiwan’s democratiza- 
tion, which he suggested was something 
the P.R.C. should emulate. While there was 
much for P.R.C. leaders to appreciate—in- 
cluding a firm rejection of Taiwan inde- 
pendence—Mr. Lien spoke his mind, and 
his remarks were well-received. 
Although the PFP leader received the 
same level of hospitality as Mr. Lien, Mr. 
Soong paid a higher price. According to re- 
ports in Taipei, Mr. Soong’s visit with Hu 
Jintao was not confirmed until late in the 
visit, presumably to ensure that he would 
stick to “approved” language in his public 
pronouncements. And in the end, Mr. 
Soong conceded more. He stated his oppo- 
sition not only to Taiwan independence, 
but also to two Chinas; one China, one Tai- 
wan; and the inclusion of a referendum 
clause in Taiwan’s constitution. He even 
used the demeaning phrase “Taiwan au- 
thorities” to refer to Taiwan’s government. 
Mr. Soong’s difficulties did not escape the 
notice of his Chinese hosts; the Communist 
Party official in charge of Taiwan Affairs, 
Chen Yunlin, remarked that Mr. Soong was 


likely to have trouble when he got home. 

The differences between the two visits 
provoked consternation in Taipei, where 
some experts worried that Mr. Soong’s 
shorter leash was intended as a message to 
Mr. Chen. Given the Chen-Soong meeting 
in February, many believed Beijing would 
see his visit as more authoritative than Mr. 
Lien’s. Thus, Mr. Soong’s inability to win 
significant concessions is viewed in some 
quarters as evidence that Beijing is seeking 
to isolate Mr. Chen while reaching out to 
the Kuomintang. Others attribute Mr. 
Soong’s troubles to his weak political posi- 
tion. In this view, Mr. Soong’s role as the 
head of a small party trailing Mr. Lien to 
the mainland made him willing to accept 
more conditions in exchange for a success- 
ful visit. In particular, his determination to 
meet with Mr. Hu gave Beijing leverage. 

Perhaps the greatest risk arising from 
the visits by Messrs. Lien and Soong is 
raised expectations. In Taiwan, many peo- 
ple are cautiously hopeful that these visits 
indicate a thaw in Beijing’s icy policy to- 
ward the Taiwan government. So if the 
P.R.C. uses the visits to avoid dealing with 
Mr. Chen, cynicism will ensue. 

If the P.R.C. is trying to divide Taiwan, 
this will intensify partisan conflict and po- 
liticize the cross-strait issue. That, in turn, 
will make it more difficult for Taiwan’s po- 
litical leaders to agree on a strategy for eas- 
ing cross-strait tension. In the mainland, 
the perception that Messrs. Lien and Soong 
are “reasonable,” and only the ppp stands in 
the way of unification would be equally 
dangerous, since neither Mr. Lien nor Mr. 
Soong nor anyone else can “deliver” Tai- 
wan to the P.R.C. W 
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Mind China’s 
Management Gap 


by Jack Perkowski 





S THE HEAD of Beijing- 
based auto component 
company ASIMCO Tech- 
nologies in the late 1990s, 
I found myself in a diffi- 
cult position. Financial results were unac- 
ceptable and fundamental disciplines like 
receivables collection and inventory man- 





agement were lacking. Since we had major- 
ity ownership positions in the factories we 
had acquired, I could—in theory at least— 
put anyone on my top management team I 
wanted. Yet no one of the right caliber was 
on my bench. 

Getting the management right is im- 
portant to business success in any country, 
but it is particularly vital in China. And be- 
cause solid, professional management is at 
a premium in that country, it is also the 
most difficult problem. 

China’s managers belong to two groups 
on opposite extremes. The staid state- 
owned enterprises produced the first 
group, which is overly bureaucratic. Since 


Deng Xiaoping’s reforms took hold in the 
1980s, more flexible enterprises have 
spawned a second category of managers 
who are overly entrepreneurial. They are 
used to taking bold risks without the con- 
straints of a functioning legal system or in- 
dependent capital markets. 

So when companies from developed 
economies arrive in China, they are faced 
with difficult hiring decisions, since nei- 
ther type is really desirable. If your China 
managers are too bureaucratic, nothing 
gets done—the inevitable reply to every 
suggestion is an excuse why the improve- 
ment cannot be made: “This is China, and 
China is different.” If, on the other hand, 
your managers are too entrepreneurial, it’s 
hard to sleep at night because one never 
quite knows what they’re going to do. 

This situation is likely to persist for 
some time to come. Even with the estab- 


=~ Mr. Perkowski is a former PaineWebber invest- 
ment banker and founder and CEO of ASIMCO. 
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lishment of business schools in 1991 and 
the introduction of management-develop- 
ment programs during the 1990s, the rapid 
growth of China’s economy has created a 
demand for management talent which far 
exceeds supply. Thus the key to success in 
China boils down to addressing the man- 
agement gap and developing a professional, 
in-country management team. 

The natural instinct of overseas compa- 
nies and investors is to tap into the vast 
pool of proven managers in their home 
country and import them to China. If a 
Mandarin-speaking manager can be found, 
so much the better. 

The difficulty with this approach lies in 
finding managers who, despite their back- 
ground in a completely different culture, 
can be truly effective in China. Mainland 
Chinese have an inherent advantage in un- 
derstanding the local market, since the 
masses of purely local companies in Chi- 
na—SOEs and private enterprises—are run 
by their compatriots. 

Without a base of operations in any oth- 
er part of the world, astmco did not have 
the luxury of tapping into a proven man- 
agement team outside China, which cer- 
tainly made it more difficult to build the 
company. As it turned out, however, this 
was a blessing in disguise—it forced us to 
work with and rely on the management re- 
sources available in China, thereby bring- 
ing the issue of developing and retaining a 
local management team to the forefront. 

It took a lot of effort and time for ASIM- 
co to close the management gap. Unfortu- 

‘nately, we did not get where we are today 
in a straight line, but first had to try two 
other approaches. 





The company was founded in February 
1994 for the express purpose of creating 
the leading company in the China automo- 
tive components industry. Recognizing 
that China would need to develop a nation- 
wide highway system and a robust automo- 
tive industry in order to achieve its 
economic potential, we formed the strate- 
gy of acquiring majority ownership posi- 
tions in leading components companies, 
and then reforming the managements in 
order to create a unified, financially trans- 
parent and globally competitive company. 

Events have since shown that the strat- 
egy was correct. Contrary to conventional 
wisdom at the time, finding opportunities 
in China was not the key issue. During the 
three-year period from 1994 to 1997, ASIM- 
co was able to obtain majority ownership 
positions in a core group of companies, cre- 
ating the first broad-based company in the 
components industry. 

When asimco began operations in 1994, 
our management strategy was to augment 
the efforts of local Chinese managers al- 
ready in the factories with expatriate man- 
agers from the automotive industry. 
Because some of our backers believed that 
prior experience in China was a must, we 
were left with a relatively small universe of 
managers to choose from. At that time, 
there were only three foreign-invested au- 
tomotive joint ventures with any signifi- 
cant history in China. Foreign investment 
in the components sector was even more 
limited. As a result, the management team 
which we initially recruited was essential- 
ly comprised of a group of individuals who 
had been with Beijing Jeep. 

However, it soon became apparent that 
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this experience had not prepared them to 
deal with the complexities and sensitivities 
of managing a broad range of operations 
across China. Also, because these manag- 
ers had been out of the U.S. for such a long 
time, they were no longer in the main- 
stream of the automotive industry globally. 
After two years of increasingly poor re- 
sults, we abandoned Plan A and sent our 
expatriate managers home. 

By 1997, the company was at a crisis 
point. Most of the operations which had 
been: established in the prior three years 
were marginally profitable or losing mon- 
ey. To make matters worse, the automotive 
industry, like all other industries in the 
country, slowed dramatically as a result of 
then Premier Zhu Rongji’s anti-inflation 
austerity program. 

Plan B was to try to take the overly bu- 
reaucratic and overly entrepreneurial man- 
agers we had inherited with the joint 
ventures and convert them into profession- 
al managers. While we had some limited 
success with this approach, we found that 
most of the managers were simply too set 
in their ways to change. Also, creating 
transparency and insisting on global per- 
formance standards ran counter to prevail- 
ing vested interests in many operating 
units. In 1997, we concluded that Plan B 
was not likely to work any better than Plan 
A, and went back to the drawing board. 

ASIMCO’s Plan C was to define the type 
of managers that we wanted to build the 
organization around as “New China Man- 
agers,” and then proceeded to bring into 
our organization individuals fitting that 
description. Unlike the “Old China Manag- 
ers” that we had been used to dealing with, 
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New China Managers were mainland Chi- 
nese executives who were above all open- 
minded. While they recognized how 
economically powerful China could be- 
come, they understood that, in order to 
achieve its potential, China would need to 
be open to new ideas and concepts. 

In addition to an engineering back- 
ground, New China Managers had to have 
at least some minimum level of manage- 
ment training or development. We believed 
that having an appreciation for the fact 
that management was indeed a science, 
and that there are management tools that 
have proven to be successful in other parts 
of the world and might have an application 
in China, was of fundamental importance. 
Finally, we were interested in mainland 
Chinese managers who had real manage- 
ment experience in China, but had also 
worked for multinational corporations. 

Using the Internet, executive search 
firms, but most importantly word of mouth, 
we recruited approximately 50 such man- 
agers between 1997 and 1999. As these new 
players came onto asimco’s bench, we be- 
gan, one by one, to use the leverage of our 
majority ownership positions to take over 
true operating control of our joint ventures, 
removing the incumbent managements 
and replacing them with new managers. 

As anyone familiar with China knows, 
these changes were not mere management 
changes as you might find in the West, but 
instead frontal attacks on strong vested in- 
terests, economic and otherwise, of the 
managers in power. In some cases, we were 
able to negotiate these management chang- 
es with the Chinese partner, and they were 
implemented smoothly and without inci- 
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dent. In other, well-publicized cases we 
faced stiff resistance. Although it was dif- 
ficult and often resulted in short-term set- 
backs, we believed that-unless we 
implemented these management changes, 
the company’s future development would 
be uncertain, and our destiny would cer- 
tainly be outside our control. 

Upon making these changes, the dra- 
matic and sudden improvement in our fi- 
nancial performance demonstrated that 
we were on the right track. Within a month 
of making a change, for example, invento- 
ries were reduced, receivables were col- 
lected, and all of the plans for improvement 
which had fallen on deaf ears or had met 
with active and passive resistance in the 
past began to be implemented. 

Why were the results so immediate? 
First of all, we empowered mainland Chi- 
nese managers who, by virtue of the fact 
that they joined our company, bought into 
our vision for the future and were attract- 
ed by the opportunity this presented. 
When given the chance to manage, they set 
out to implement improvement programs, 
rather than enumerate all of the reasons 
why doing so was difficult in China. 

Also, precisely because they were main- 
land Chinese, they knew how to implement 
change within the context of a Chinese fac- 
tory. While senior management set the 
overall objectives, they were given the au- 
thority and the tools to implement change. 
The individuals who rose to the challenge 
in that 1997 to 1999 period form the core 
group of managers in ASIMCO today. 

So why is localizing management in 
China so important? There is a simple ex- 
planation for how Chinese factories make 





products so cheaply, and confine foreign 
brands to high-end market niches: a vastly 
different cost perspective. 

This point was driven home to me sev- 
eral years ago when I took an American 
friend to one of our factories and we stayed 
in avery nice hotel nearby. When checking 
out the next day, my friend looked at his bill 
of 240 yuan and exclaimed, “Now I under- 
stand why costs are so low in China—$30 
for this hotel room, what a bargain!” I 
could not help but think that if any of our 
local managers went to that city, they 
would not stay in that hotel—because it was 
too expensive! Instead, they would search 
for a hotel that cost only 150 yuan. 

However, there are many other advan- 
tages which local Chinese managers can 
bring. Having grown up in the country, 
they instinctively understand the subtle- 
ties of the Chinese marketplace, and will 
be in a better position to know what will 
sell and what will not. Moreover, they are 
better equipped to solve, and indeed pre- 
vent, problems because they have learned 
how to navigate in a country with a murky 
power and legal structure, 

With the right people united behind a 
common vision, we were then able to intro- 
duce modern management tools such as 
performance management, leadership de- 
velopment, incentive systems based on eq- 
uity value-added, quality systems, lean 
manufacturing and Six Sigma programs, 
Discussing the reform of China’s soEs, 
many suggest that such steps can by them- 
selves begin to transform the organization. 
Yet as ASIMCO’s experience illustrates, this 
is impossible unless the company first has 
the right people on board. t 
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Frameworks for 
Asian Cooperation 





DETERIORATING RELATIONS BETWEEN Asian nations have led to 


concerns over the region’s future amity. Former Philippine President 


Fidel V. Ramos says it’s time to create a Pax Asia-Pacifica, while Stan- 


ley Crossick argues that Europe can help Asian nations draw closer 


together. Both writers concur that engaging China is the key. 


Toward a 
Pax Asia-Pacifica 


by Fidel V. Ramos 


HINA’S TRANSITION FROM a 
centrally planned, state sector- 
dominated economy to one that 
principally relies on market dynamics 
seems irreversible. Outward-looking poli- 
cies are being set, and national leaders are 
focused on their goal of making the coun- 
try grow in a sustainable fashion. For this 
to happen, China will need a period of sta- 
bility in the Asia-Pacific region. 
If China’s transformation is to take 


place without major mishaps, China’s 
neighbors need to draw it into regional 
and global networks and structures that 
will soften and make smooth its relatively 
abrupt rise to great-power status. Over the 
foreseeable future, all Asia-Pacific coun- 
tries, big and small, must accept the real- 
ity of living with a larger Chinese presence. 
How, then, can long-term stability in the 
Asia-Pacific region be ensured? 

In my view, a shift from Pax Americana, 
or peace and security guaranteed by the 
power of American arms, to a Pax Asia- 
Pacifica, in which the major countries and 


oo Mr. Ramos is a former president of the Phil- 
ippines (1992-98) and chairman of the Ramos 
Peace and Development Foundation, a nonprofit, 
nonpartisan NGO. 
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subregional blocs in the Asia-Pacific re- 
gion also contribute to and share in the 
maintenance of Asia-Pacific security and 
stability, could well be the answer. This 
does not mean that the importance and 
gravity of the U.S. military engagements 
in the Asia-Pacific are to be set aside, nor 
denigrated. On the contrary, U.S. forces 
will continue to be the critical linchpin of 
the region’s enduring stability. Neverthe- 
less, America should welcome a strength- 
ening of the existing security umbrella by 
the incorporation of underutilized capa- 
bilities of other Asia-Pacific powers in an 
expanded, genuinely cooperative arrange- 
ment such as Europe is now organizing. 

The common geopolitical threats 
against all of us are international terror- 
ism, the proliferation of nuclear weapons, 
instability arising out of the long-standing 
Arab-Israeli conflict, the protracted war 
in Iraq, and the weakening of the United 
Nations system. As regional neighbors and 
partners, we now should exploit the con- 
vergence of interests that the U.S., Japan, 
China, India, Russia, the Association of 
Southeast Asian Nations, Canada, a uni- 
fied, nuclear weapon-free Korea, Pakistan, 
Australia, New Zealand, and others share, 
to build a peaceful and stable Asia Pacif- 
ic—just as the Western Europeans exploit- 
ed the Cold War stalemate between the 
U.S. and the U.S.S.R. in order to consoli- 
date and then expand the European 
Union. 

What do the changes in China mean for 
us in East Asia, especially Southeast Asia? 
East Asian economies that are complemen- 
tary with China’s—Hong Kong, Taiwan, 
and toa lesser degree, Singapore, South Ko- 


rea and Japan—are benefiting from China’s 
integration with the global economy. Given 
the downturn in Asean’s traditional mar- 
kets, China has emerged as an engine of 
growth for Southeast Asia. Ifcurrenttrends ` 
continue, China’s trade with our subregion 
will soon surpass that of America. 

But the Asean countries also face eco- 
nomic challenges from China on many 
fronts. The most immediate is competition 
in labor-intensive industry. But there is 
also rivalry as destinations for global cap- 
ital, and for access to markets. And finally 
developing Asian countries are all seeking 
to progress to higher value-added manu- 
facturing. If it is to compete with China— 
and with all comers—Asean must raise 
worker productivity and cut costs across 
the board. And the only way it can do so is 
by integrating the Southeast Asian market 
more effectively than it is doing now—to 
gain economies of scale, force convergence 
toward regional “best practices,” reduce 
transaction costs, and create a unified 


_market attractive to foreign investors. 


For India, China is both a rival power 
and an economic model. It is no secret that 
India’s striving to become a nuclear power 
comes as much from apprehensions of 
China itself becoming a nuclear power. (To 
soothe these anxieties, Beijing recently ne- 
gotiated with New Delhi their differences 
over Tibet and Sikkim.) Neither is ita mys- 
tery that India’s recent opening of its econ- 
omy is inspired by China’s success in the 
same direction, especially after the latter’s 
accession to wTo. Nevertheless, the im- 
pacts on the world of these two great coun- 
tries are likely to be complementary. While 
China is emerging as a manufacturing gi- 
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ant, India promises to become an informa- 
tion technology hub. 

Sober expert voices counsel that East 
Asia should engage China cooperatively in 
a new regional division of labor. After all, 
China’s rise has not repealed the natural 
law of comparative advantage. The domi- 
nant view among Tokyo economists, for 
instance, is that Japan should embrace 
trade with China and focus on promoting 
its service sector—which already accounts 
for more than 70% of all of its employ- 
ment—as its only way of overcoming long- 
term stagnation. 

Even the relatively self-sufficient Euro- 
pean Union is keenly interested in China’s 
rise—and not just because of its possibili- 
ties as a trade partner. For France and Ger- 
many, China (and the East Asian economic 
grouping it is organizing) would be the 
third leg in the global balance of economic 
power that Europeans seek to build—as a 
counterweight to the U.S.’s tendencies to- 
ward unilateralism and global political 
dominance. 

As for the U.S., China enjoys a hefty 
surplus in their two-way trade. In 2004, 
the U.S. deficit in their bilateral trade 
reached $162 billion—up 31% from the pre- 
vious year. That surplus is feeding Ameri- 
can pressure for China to revalue the 
yuan—as well as threats of a new round of 
protectionist legislation from a populist 
U.S. Congress sensitive to the loss of Amer- 
ican jobs. 

In the background of the relations be- 
tween these two economic giants is, of 
course, their rivalry as'powers of the first 
rank. Does China represent a future chal- 
lenge to America’s dominance of global 


politics? Of course it does—just as every 
emerging great power challenges the glob- 
al status quo. In fact, China already seems 
to be leveraging and exploiting its growing 
economic power to expand its political in- 
fluence in the Asia-Pacific region and in 
the world. But in our time, rivalries like 
these no longer need to lead inexorably to 
armed conflict. 

From all indications, communist China 
is becoming a responsible member of the 
global community. It was a good neighbor 
to both Thailand and Indonesia during the 
Asian financial crisis. It has taken a mod- 
est part in the peacekeeping missions of 
the U.N. Security Council, and continues 
to play a lead role in the six-nation diplo- 
matic dialogue dealing with the nuclear- 
weapons issues on the Korean peninsula. 

Already, China is moving—even if by 
fits and starts—toward an economic struc- 
ture based on the rule of law, a more effi- 
cient allocation of capital and natural 
resources, environmental conservation, 
and improved corporate governance. This 
movement toward modernity should be 
encouraged by all and indeed should be 
enhanced by America’s continued positive 
engagement with China. 

Certainly, Beijing leaders do not want 
the world’s leading power and its allies to 
react negatively to China’s rise in the same 
way that the world did to imperial Germa- 
ny before World War I and to imperial Ja- 
pan before World War II. Nor do they want 
their country to be seen as getting ready to 
challenge the global status quo. At this 
time and into the medium-term, it is in 
their best interest to avoid a confrontation 
that could complicate China’s “peaceful 
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rise.” Thus by engaging China in a deepen- 
ing and broadening network of economic, 
political and security relationships—in a 
genuine Asia-Pacific community that 
would further integrate both sides of the 
Pacific Rim—the negative impact of Chi- 
na’s drive for a central role in East Asia 
could be mitigated. 

The enlarging military (and funding) 
commitments of the U.S. in other regions 
of the world in the face of international 
terrorism, the protracted war in Iraq, the 
long-festering Arab-Israeli conflict, the 
proliferation of nuclear weapons, and the 
demand for better homeland security on 
the part of Americans have caused a major 
repositioning of U.S. troops. Faced with 
these realities, the European Union mem- 
ber nations have already started organiz- 
ing combined armed forces separate from 
NATO. 

It is time for Asia to move toward anew, 
more cooperative security umbrella to re- 
place the existing Pax Americana which 
has been our shield since the end of World 
War II. This Pax Asia-Pacifica should be 
forged in the next five to 10 years. 

Under the “balance of terror” condi- 
tions of the Cold War, Western Europe or- 
ganized the economic, political, and 
cultural community called the European 
Union that has now brought its peoples 
from their once endless civil wars into a 
modern era of “perpetual peace.” Asians, 
too, should use the existing, but diminish- 
ing, Pax Americana umbrella to speed up 
the economic and political integration of 
the Asia-Pacific community. Beyond the 
fragile “balance of power” enforced by the 
American military presence, the Asia-Pa- 











cific partners must now look to a more en- 
during, cooperative, burden-sharing kind 
of peace and stability that results from the 
“balance of mutual benefit,” in which all 
stakeholders may equitably enjoy the fruits 
of development. 

U.S. influence in Asia is at risk of seri- 
ously diminishing if Washington fails to 
undertake a more coherent policy in the re- 
gion that goes beyond its concerns with 
terrorism and nuclear proliferation. “Asians 
do not have a sense that the United States 
follows a coherent and integrated strate- 
gy,” said Stapleton Roy, a former U.S. am- 
bassador to China and Indonesia in the 
1990s and a co-author of America’s Role in 
Asia, in a recent report by the San Fran- 
cisco-based Asia Foundation. 

China seems to see its own safety an- 
chored on promoting regional integra- 
tion—in the development of an East Asian 
Community, as economic interaction 
among the states of the region extends pro- 
gressively towards closer cultural, political 
and security cooperation. Meanwhile, Asia 
Pacific Economic Cooperation—of which 
the United States is a charter member—has 
set 2020 as its deadline date for unifying 
economically both the western and eastern 
shores of the Pacific Ocean. 

Thus, the ground has been prepared for 
anew, expanded Pax Asia-Pacifica security 
cover by the growing network of regional 
organizations and multilateral arrange- 
ments that bind our separate countries to- 
gether. Similar to these existing structures, 
political leadership of the security umbrel- 
la could be collective, perhaps with a rotat- 
ing chair, and a secretary-general elected 
by coalition members. It could be financed 
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according to a “best efforts” principle. For 
example, member states of Asean—which 
should be considered as a composite force— 
make financial contributions based on 
their ability to pay. 

The instruments of an East Asian—and 
a larger Asia-Pacific—community are al- 
ready being established. It will therefore 
be the historic task of East Asia’s rising 
generation of political, economic, defense, 
and cultural leaders to make these multi- 
lateral and multisectoral institutions work 
for the long-term benefit of our peoples. 


Toward a China- 
Europe Alliance 


by Stanley Crossick 


HE RECENTLY RENEWED Sino- 
T Japanese animosity, coupled 
with the ongoing tensions over 
Taiwan and North Korea, give rise to in- 
creased concern over the potential long- 
term stability of East Asia. A China-Europe 
strategic partnership—envisaged at the bi- 
lateral summit in December 2004 in The 
Hague—could contribute to regional sta- 
bility and benefit the parties bilaterally. 

The overall European objective is to 
help China to be a peaceful, stable, demo- 
cratic (though not necessarily in the West- 
ern sense) society that is domestically 
consensus-seeking and internationally re- 
sponsible and multilateral. 

The main goals of the China-Europe 
partnership should be: 
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* Encouraging mutual understanding. 
This is arguably the most important long- 
term aim, and a 10- to 20-year plan is 
needed, beginning with the schools and 
universities. Exchange programs should 
be promoted at all levels of society. 

æ Promoting respect for the rule of law, 
including human rights. The need for 
strengthening of the rule of law has fre- 
quently been confirmed by Chinese leaders 
and it is necessary in order to comply with 
China’s wro obligations. Human rights are 
better looked at in this context. The Chi- 
nese government does not take seriously 
enough the emphasis placed on human 
rights—not just by western governments 
but by the electorates who, in Europe, ulti- 
mately control their governments. Bread 
may come before freedom, but China needs 
to move steadily toward a freer society, so 
as to maximize the value of its highly intel- 
ligent and motivated young citizens. 

# Increasing economic and social sus- 
tainability. This involves environmental 
protection and human-resource develop- 
ment, alongside economic progress. 

# Promoting regional and global secu- 
rity and strengthening international coop- 
eration and global governance. The biggest 
concern is the potential instability of the 
East Asian region, which is addressed sep- 
arately below. Other aspects of global se- 
curity include fighting international 
terrorism. (Terror has been “privatized” 


os Mr. Crossick, founding chairman of the Eu- 
ropean Policy Centre in Brussels, writes here in 
a personal capacity. This article draws on a Eu- 
ropean Policy Centre paper entitled EU-China 
Relations—Towards a Strategic Partnership to 
be published in June 2005. 
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and sovereign states no longer have a mo- 
nopoly of power to kill. States must there- 
fore cooperate closely to fight terrorism 
and to prevent WMDS falling into the hands 
of terrorists.) 

The EU took 50 years to reach its pres- 
ent state. This was achieved by vision, cou- 
pled with step-by-step progress. It is the 
same with global governance. Five or six 
regional groupings should be encouraged. 
An (East) Asian Community could be es- 
tablished, beginning with free trade, and 
say environmental protection and antiter- 
rorism, but with permanent institutions 
from the outset to enable progress to be 
made beyond the initial policy areas, when 
there is the necessary political will. Per- 
haps this will lead, one day, to a single 
market, or even a single currency. Hong 
Kong Acting Chief Executive Donald 
Tsang recently stated at the Boao Forum 
on Asia, held in the southern Chinese is- 
land of Hainan in April, that the case for a 
single Asian currency is “overwhelming.” 

Such regional groupings—if success- 
ful—could one day come together to form 
some kind of global structure. This is a 
long-term vision, but the biggest obstacle 
to achieving it is that two major countries 
reject any pooling of sovereignty, namely 
the U.S. and China. 

In the short term, the focus should be: 

* Removing trade restrictions and bar- 
riers. It is essential to create a level playing 
field and fair competition so as to ensure 
sufficient imports into China, because the 
European trade deficit must be kept with- 
in reasonable proportions. 

æ Granting China full market economy 
status. The EU is willing to do so in prin- 
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ciple, but the remaining requirements 
need to be satisfied, including transpar- 
ency and good governance. 

* Promoting the small- and medium- 
sized enterprises sector. This sector is a 
thriving part of the European economy. 
Yet itis much harder for European sMEs to 
trade with and invest in China than itis for 
larger companies. A special information 
and support network is needed, along the 
lines of the European Commission’s infor- 
mation centers established in the 1980s. 

But first it is necessary to revisit the or- 
ganizational structure of the relationship. 
A comprehensive, coordinated approach is 
needed. There are at present around 100 
Commission officials working full time or 
part time on China; around 30 regular di- 
alogues, ranging from political summits 
between senior P.R.C. and £U Council and 
Commission officials to more prosaic 
meetings on issues such as phytosanitary 
controls, as well as numerous other ad hoc 
meetings. 

The annual summits are essentially 
symbolic events when agreements are 
signed and the relationship publicized ex- 
ternally. There is limited time for in-depth 
discussion. An ongoing strategic dialogue 
is needed, led by two or three ministers 
and commissioners, with two small sup- 
port units. The problem over the lifting of 
the arms embargo, mishandled by both the 
EU and China, might have been avoided if 
there had been such a dialogue. 

Lee Kuan Yew, the former Singapore 
prime minister, said at the Boao Forum 
that China’s rise will be peaceful for at least 
50 years, as it will not have the necessary 
military power to act differently, and be- 
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cause this and the next generation or so of 
leaders will not have forgotten the coun- 
try’s turbulent 20th century experiences. 
But he warned that, unless the following 


generations are educated differently about . 


this past, peace is unlikely to last. 

In the 19th and 20th centuries, the for- 
eign policies of the leading nation states 
were based on balance of power. This re- 
sulted in Europe suffering from shifting al- 
liances, with war occurring when the 
balance was upset or threatened. In those 
days, there was no thought of permanent 
peace. As the Japanese Buddhist leader 
Daisaku Ikeda eloquently put it: “Peace 
cannot be a mere stillness, a great interlude 
between wars. It must be a vital and ener- 
getic arena of life activity, won through our 
own volitional, proactive efforts. Peace 
must be a living drama.” 

The wisdom and farsightedness of Eu- 
rope’s founding fathers changed all that 
and today’s Europe is living proof that the 
old Europe has been put behind us. After 
World War II came the Soviet threat, and 
there was no choice but to contain it. In 
1989 the Soviet empire fell and with it—it 
was hoped—the balance of power politics 
and the need for containment. 

U.S. Secretary of State Condoleezza 
Rice and others in Washington, however, 
still argue that the lifting of the arms em- 
bargo on China would “upset the military 
balance of power in the region.” China is 
seen as a strategic rival and a competitor 
to be contained. Europeans are more in- 
clined to regard China as a strategic part- 
ner to be integrated into the world order. 

Turning to the recently renewed Sino- 
Japanese animosity, sadly there has been 


no true’ Sino-Japanese reconciliation 60 
years after World War II ended. Contrast 
Franco-German reconciliation which be- 
gan five years later. Japanese postwar be- 
havior leaves much to be desired. They 
could learn from Germany’s uncénditional 
acceptance of responsibility. Chancellor 
Gerhard Schroeder only. recently said that 
the memory of the Nazi era had become. .. 
part of, not just German history, but “Ger- 
man identity.” Reconciliation is, however, a 
two-way process. China must ask itself 
whether its own conduct falls short of the 
forgiving attitude of the European victims 
of Nazi Germany. 

Just as France and Germany lie at the 
heart of Europe, China and Japan are the 
political and economic core of East Asia. 
Recent trends are bad for both countries, 
the region and the world. There is little 
doubt that, in the short term, China and 
Japan will repair their relations—econom- 
ic considerations will see to that. But with- 
out true reconciliation, there can be no 
guarantee of long-term regional stability. 

This is where Europeans can be of help, 
not by dictating to China and Japan what 
to do, nor by advising them without a deep 
understanding of the two cultures and the 
greater difficulty both peoples have to 
apologize and to forgive. But Europe’s own 
postwar experience could be useful. 

What might Europeans do in similar 
circumstances, and would such solutions 
be adaptable to the regional culture? 
France arid Germany, in similar circum- 
stances, could sign a friendship treaty or 
at least a joint declaration, deeply regret- 
ting the past and solemnly agreeing to 


work together in friendship and to ensure 
k 
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permanent political peace and stability in 
the region. They’ might go further and 
commit their combined political will and 
econdinic strength to the construction of 


Sait regional. community. By so doing, they _, 
“ would achieve ‘reconciliation in an en- 
i larged context. A “naive” dream like this 


in Europe in 1945 came true. 

U.S. pressure, encouragement and gen- 
erous assistance immediately after World 
War II ensured early reconstruction of Eu- 
rope and enabled it to end the era of bal- 
ance-of-power politics. Without the role 
played by U.S., there would be notu today. 
But Washington seems temporarily to 
have forgotten the basis of its success in 
bringing peace to Europe. It sees Asia 
through different eyes. A fundamental 
change of attitude would therefore be re- 
quired in Washington, as current policies 
are counterproductive. 

The U.S. does not need military sup- 
port: The recent joint U.S.-Japan declara- 
tion that Taiwan is a mutual security 


‘ concern emotionally inflanied China and 
was generally not well-received in the re- 


gion. Appearing to regard someone as your 
enemy can easily make them your enemy. 
There is no agreement among observers as 
to who organized the recent demonstra- 
tions against Japan, but there is no doubt 
that the feelings expressed run deep. 

The Chinese leadership’s current pre- 
occupation is to meet huge economic, so- 
cial and’ political challenges. War with 
Taiwan would destroy most of the prog- 
ress made since Deng Xiaoping opened up 
the country. In April, the leaders of the op- 
position "Kuomintang Party were wel- 
comed to China for the first time since the 
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establishment of the P.R.C, China’s de- 
clared policy is for China to be peacefully 
reunited. This “One China” policy has 
been endorsed by both Europe and the 
U S. The Chinese leaders realize that eco- 
‘nomic liberalization inevitably leads to po- 
litical liberalization—only the speed and 
manner may be controllable. They know 
that no such reunification can take place 
until there is more political liberalization 
on the mainland, and think in decades 
rather than years. 

Substantively, the lifting of the embar- 
go is a not an issue because it is the Code of 
Conduct on Arms Exports which controls 
exports to China, but it is understandably 
of symbolic importance. The Eu in Decem- 
ber 2004 announced its intention to lift the 
embargo and instead strengthen the code. 
Driven by the U.S. Congress, Washington 
is strongly opposed to the lifting of the em- 
bargo and the Ev is being accused in China 
of delay and giving way to the U.S. 

This is unfair. Europe, like China, seeks 
consensus before taking decisions. Lifting 
the embargo needs the approval of all 25 
members. The U.S. is our biggest trading 
partner and it is our duty to try to satisfy 
American concerns. But the Eu decides for 
itself and is able to resist U.S. pressure. Chi- 
na’s antisecession law played into the hands 
of Washington and those member states 
who were not strong supporters of lifting 
the embargo. Some consultation, or at least 
advance warning, might have helped. 

Europe and China have many areas of 
common interest. A strategic partnership 
could both promote the bilateral relation- 
ship and contribute to peace and stability 
in the region. ml 
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Halting the Theft 
Of Asia’s Forests 


by Nigel Sizer 





TS MAIN PERPETRATORS 
include Indonesia, Bur- 
ma, Cambodia and Rus- 
sia. By acting as prime 
markets, China and Ja- 
pan are its tacit supporters. Yet despite 
rhetoric from regional and world leaders to 
curtail it, illegal logging continues to dev- 
astate Asia’s forests at an alarming speed. 
The theft of timber and trade in black- 
market wood is widespread simply because 
it’s highly profitable. Legal loggers in Indo- 
nesia, for example, pay about $20 per cubic 
meter in taxes on raw, unprocessed logs. 
With the wood lost in processing this rises 
to about $40 to $60 per cubic meter in tax- 
es for the finished plywood or sawn wood. 
A medium-sized company might be cutting 
50,000 cubic meters per year, so the taxes 
add up to a hefty sum. Illegal operators 
avoid these payments. They don’t get the 
wood for free, though, as the bribes in- 
volved can also be substantial. 
Another driving force is the complexity 


of laws in Indonesia, Russia and elsewhere. 
Close to 1,000 laws, regulations, policies 
and decrees apply to logging operations in 
Indonesia. The easiest way for companies 
to satisfy the regulators is with envelopes 
stuffed with cash. 

The problem is particularly grave in In- 
donesia, where over 50% of logging is il- 
legal. Each year 2 million hectares of 
forests disappear. That is the equivalent of 
an incredible 300 soccer fields per hour. 
Indonesia’s annual wood exports totaled 
$6.6 billion in 2003, with unreported ex- 
ports bringing the total to above $8 billion, 
according to the World Bank. Half goes to 
two main markets: Japan and China. Oth- 
er Asian countries, including India, ac- 
count for another quarter, with most of the 
remainder, over $1 billion worth, going to 


oe Mr. Sizer is director of the Asia-Pacific For- 
ests Program of The Nature Conservancy and 
lives in Indonesia. For more on combating ille- 
gal logging see www.theforestsdialogue.org and 
http;//nature.org 
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the U.S. and Europe. Large amounts of il- 
legal wood undoubtedly make their way to 
all of these markets. 

The World Bank estimates that Indone- 
sia is losing about $1.5 billion in taxes an- 
nually on the unreported exports and 
other illegal production for local consump- 
tion. Ona global basis, timber theft could 
be costing governments around the world 
as much as $15 billion a year—or a stagger- 
ing 25% of the rich world’s total aid trans- 
fer to developing nations. 

Sumatra’s spectacular Gunung Leuser 
National Park illustrates the often ruinous 
effect of illegal logging. The park is bor- 
dered by industrial logging operations that 
build roads into the woods to cut trees. In 
the process, habitat critical for the surviv- 
al of wild orangutans is destroyed. Fur- 
thermore, because the logged-over forest 
is more open, it dries quickly, making it 
proné to fire. Such fires are one of the lead- 
ing causes of haze which plagues Southeast 
Asia and costs the regional economies hun- 
dreds of millions of dollars.a year in health- 
care and other related expenses. 

Similarly, catastrophic floods can be 
partly blamed on illegal loggers who pay 
scant attention to regulations that prohib- 
it logging on steep slopes. In their rush to 
cut and run, the illicit woodcutters leave 
tons of debris behind. When heavy rains 


_ come, a deadly torrent of waste wood and 


soil swamps hamlets. 

Two factors combine to create condi- 
tions ripe for rampant forest crime. First, 
some of the countries richest in forest have 
the weakest governance. Second, econom- 
ic growth is spurring demand. Not sur- 
prisingly, China—as is the case for other 








resource crunches in the region—is the 
leading contributor to demand. Half ofthe 
country’s annual demand of 173 million 
cubic meters of wood is imported, and ear- 
lier this year, the United Kingdom-based 
Environmental Investigation Agency (EIA) 
named China as “the largest buyer of ille- 
gal timber in the world.” 

Yet, there are some signs that govern- 
ments in the region are becoming more 
proactive in the fight against illegal log- 


` ging. In February, the EIA and Indonesian 


activist group Telapak uncovered what 
may well be the biggest illegal logging and 
timber smuggling racket in the world. Logs 
from West Papua were being shipped to the 
Chinese port of Zhangjiagang, near Shang- 
hai, where they were cleared through cus- 
toms using false Malaysian paperwork. 
Local police, forestry department and mil- 
itary officers in the Indonesian province 
were implicated in the conspiracy. 

Indonesia’s Ministry of Forestry dis- 
patched more than 1,000 enforcement 
agents to West Papua to apprehend those 
responsible for the abuse. Over 100 arrests 
have been made, including of several Ma- 
laysians who may have been managing the 
network of payoffs and theft—although it 
is not clear if the ringleaders, let alone top 
officials on the take, will be prosecuted. 

Malaysia has also made several impor- 
tant reforms, including banning the import 
of unprocessed and semiprocessed logs 
from Indonesia. This followed laws enact- 
ed by the Indonesians to ban the export of 
the same products. 

Building on the Bali Declaration—an 
agreement signed in 2001 when Indonesia 
hosted a gathering of ministers from Asia 
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and beyond leading to the recognition that 
importing countries shared the responsi- 
bility to fight forest crime—Indonesia and 
the U.K. signed a far-reaching agreement 
in 2002 whereby aid totaling millions of 
pounds is provided to help Indonesia fight 
forest crime. In exchange Jakarta pledged 
to implement measures that would elimi- 
nate illegal wood from U.K.-bound exports. 
Now, the U.K. is encouraging the European 
Union to go even farther with its proposed 
regulations. 

Indonesia has also signed an agreement 
with China and made a joint announce- 
ment with Japan, each promising to work 
with the Indonesians to reduce the trade 
in illegal wood. Unfortunately, little action 
has resulted from the agreements. 

Regional cooperation is now gaining 
pace, albeit at a slow pace. Under the Asia 
Forests Partnership—an alliance of gov- 
ernments and NGos across Asia launched 
in 2002 and led by Japan, Indonesia and 
the U.S.-based environmental group The 
Nature Conservancy—a process aimed at 
achieving agreement on information shar- 
ing and joint enforcement has begun. 

In late March, the Philippines and In- 
donesia jointly agreed to convene a follow- 
up to the 2001 Bali ministerial meeting. 
This will likely happen in 2007, four years 
later than ministers promised in Bali. Prog- 
ress can be slow in regional efforts requir- 
ing agreement among many parties. 

Even the world’s most powerful gov- 
ernments have had difficulty agreeing on 
how to respond to illegal logging. When 
ministers for the environment and devel- 
opment from the Group of Eight countries 
met in March, illegal wood was firmly on 
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the agenda, with the U.K. proposing im- 
porter country measures to help cut the 
trade in illegal wood. 

The U.S. made no secret that it opposed 
the proposed British and European public 
procurement and import licensing pro- 
grams to reduce import of illegal wood, 
voicing concern about “unintended conse- 
quences” of such measures. The formal 
communiqué released after the meetings 
stated: “We will encourage, adopt or ex- 
tend public timber procurement policies 
that favor legal timber, where they can in- 
fluence the private sector to use legally 
sourced timber.” But this stopped well 
short of calls from a broad coalition of en- 
vironmental groups, including wwF and 
the International Institute for Environ- 
ment and Development, for adoption of 
legislation to prohibit the importation and 
sale of all illegally sourced timber. 

Meanwhile, top global retailers such as 
IKEA, Carrefour, The Home Depot, B&Q, 
Staples and Axel Springer Verlag, as well as 
large trade associations such as the U.K. 
Timber Trade Federation and the Ameri- 
can Forest and Paper Association, have 
loudly proclaimed policies stating they will 
not purchase illegally cut wood. 

Asian companies are also answering 
the call. The Singapore-based pulp and pa- 
per conglomerate APRIL made dramatic 
changes in its wood buying policy to elim- 
inate illegal wood from its huge pulp mill 
in Pekanbaru, Sumatra. Similarly, Japan’s 
Nippon Paper and Oji Paper, which import 
millions of tons of wood from Southeast 
Asia and Russia every year, have also com- 
mitted to stop buying illegal wood. 

Yet the most powerful incentive may be 
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a growing fear in the corporate world that 
executives of companies involved in the il- 
legal trade could be found guilty of crimes 
that carry large fines and lengthy jail terms. 
For example in the U.K., managers of banks 
that provide services to companies that 
profit from illegal activities can be sen- 
tenced to lengthy jail terms under money- 
laundering provisions.. 

More than ever, governmental leader- 
ship remains key. The Group of Seven lead- 
ing industrial nations should broaden 
efforts to ensure that no illegal wood en- 
ters their trade flows. Europe is leading the 
effort to mobilize the power of the market- 
place to send aclear signal to exporting na- 
tions that illegal wood is not welcome. 

Sadly, the U.S. and Japan—countries 
with tremendous influence in Asia—are 
lagging behind. The U.S.’s failure to 
strengthen public procurement policy and 
impose tighter border controls provides the 
Japanese and Chinese—much bigger buy- 
ers of illegal wood—with a bad example be- 
hind which they can hide. 

This position is surprising given the an- 
nouncement in 2002 by George Bush of the 
Presidential Initiative Against Illegal Log- 
ging, and the subsequent investment of 
many millions of dollars in foreign aid proj- 
ects to help poor countries deal with the 
problem on their end. 

Japan’s government has now, late in the 
game, created an “illegal logging working 
group” and appears to be edging toward 
important moves to control illegal wood 
imports. With Indonesia, it recently an- 
nounced a program to trace the origins of 
Indonesian wood entering Japan. But this 
will start on a pilot scale and there is no 
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timetable for full implementation. 

Japan should follow the U.K. lead and 
require government contractors to commit 
to using legal wood, with stern measures 
for those found in breach of contract. Like 
Europe and the U.S., Japan should also of- 
fer exporting countries substantial techni- 
cal and financial assistance to help get their 
regulatory agencies in order. 

To complement Japan, China could take 
the lead in regional diplomacy to help de- 
sign and implement coordinated efforts be- 
tween countries to impede trade in stolen 
wood. The Regional Intelligence Liaison 
Office of the World Customs Organization, 
which links customs agencies across Asia 
and is now conveniently based in Beijing, 
could be called upon to help guide a pro- 
cess of strengthening information sharing 
and joint enforcement. 

As things stand, customs agents who 
are suspicious about the paperwork accom- 
panying a wood shipment cannot quickly 
contact the country of origin to seek veri- 
fication, let alone cooperate to achieve 
speedy prosecutions of smugglers. A for- 
mal agreement and associated protocols 
for information sharing, standardization of 
paperwork and join training are urgently 
needed to address these weaknesses. 

Longer term, producer countries should 
work to simplify rules and cut red tape for 
companies that invest in responsible prac- 
tices. A total revamp of the law around ba- 
sic principles such as environmental 
protection, community and workers’ rights, 
efficient taxation, and transparent, fair ad- 
ministration, would make enforcement 
much simpler, clarify the rules for business, 
and better protect the public interest. [lf 
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Kingdom of Bhutan 


by Lynne O’Donnell 





ONGTHONG KUMLEY 
Dorji spent 50 days in 
prison in the early 1990s. 
During that time he was 
repeatedly dunked un- 
der water. Later he was crushed between 
planks of wood. Upon release, he left his 
country and has been fighting extradition 
for eight years, because his government 
wants to try him for treason. 

Mr. Dorji is not from China, or Zimba- 
bwe, or any of the other states regularly list- 
ed as serial human-rights abusers. He is 





from Bhutan, a tiny country perched among 
the highest peaks of the Himalayas that 
survived the imperial predations of the 
20th century and entered the 21st with its 
sovereignty intact and in possession of a 
well-honed image as “the last Shangri-la.” 
Bhutan has managed to do this in the face 
of geopolitical realities that spelt the end 
for the other isolated theocracies, includ- 
ing Tibet, Sikkim, Mustang, and Ladakh, 
that once formed a chain along the crest of 


the Himalayas. The country is the last re- 
maining Himalayan Buddhist kingdom, 
and its government has embarked on an 
unusual strategy of refashioningits pastin 
order to ensure its future. 

Unfortunately Mr. Dorji was on the 
wrong side of Bhutan’s preferred version 
of history. Now 64, he lives under judicial 
detention in New Delhi, while his fight 
against Bhutan’s attempt to have him ex- 
tradited drags interminably through In- 
dia’s legal system. His lawyer expects his 
client’s ordeal to last at least another two 
years, as India needs Bhutan’s cooperation 
in dealing with thorny issues like the pres- . 
ence of Assamese rebel hideouts on Bhu- 
tan’s side of the border. But he seems 
confident that, with time, Mr. Dorji will be 
permitted to return to Nepal, where he 
was granted political asylum in 1994. 

Formerly a managing director ofa state- 


œ~ Ms. O’Donnell is a London based free-lance 
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owned coal mining company, and an ex- 
ecutive of eastern Bhutan’s Chamber of 
Industry and Commerce, Mr. Dorji is ac- 
cused of supporting ethnic Nepalese ex- 
pelled from Bhutan between 1988-93. 

As aresult of what he calls a “misunder- 
standing,” he is caught up in one of the 
most sensitive political tangles facing Bhu- 
tan’s government. It causes excruciating 
embarrassment because it tarnishes that 
carefully constructed fairy-tale image, 
and, according to Minister for Foreign Af- 
fairs Lyonpo Khandu Wangchuk, threat- 
ens the very survival of the state. 

Bhutan has become one of the most 
fashionable tourist destinations on the 
globe, attracting celebrities, Japanese 
Buddhist pilgrim and trekkers drawn by 
the pristine, strictly protected environ- 
ment. Interest in Bhutan has been fuelled 
by an expertly planned campaign of exclu- 
sivity, which limits the number of people 
who visit through high prices—a minimum 
of $200 a day that can rise, with the recent 
opening of two luxury resorts, to more 
than $1,000 a day. 

Add to this such esoterica as the king’s 
proclamation that “gross national happi- 
ness” is more important than economic 
growth, and the fact that television and 
the Internet have been available only since 
1998, and Bhutan gives the visitor the feel- 
ing of having stumbled back through time, 
to behold the struggle between ancient 
and modern in perhaps the last country on 
earth where this battle is being played out. 
Much of the way of life is fossilized, pur- 
posely so, for the Bhutanese know that 
their survival depends on the outward dis- 
play of their ancient culture. 
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Perhaps it’s a collective international 
guilt at having left the devout and isolated 
to their fate, or the current fad of preserv- 
ingethnicity for its own sake, or a Western 
yearning for lost spirituality. Whatever it 
is, the Bhutanese have hit upon a formula 
that appeals to those in the world who have 
the power to help the country change al- 
most solely on its own terms. 

The tricks of survival have been pol- 
ished by Bhutan’s rulers since the third 
monarch of the modern age, King Jigme 
Dorji Wangchuck decided in the early 
1960s his country’s longevity depended on 
change. By then, Tibet had been overrun 
by the Chinese communists, India had ab- 
sorbed Sikkim and Ladakh, and Mustang 
had become part of Nepal. All presented 
lessons on the follies of isolation that the 
king and his son and successor, King Jig- 
me Singye Wangchuck, learned well. 

Much about how Bhutan has handled 
its transition from the Dark Ages to the in- 
formation age in just half a century is in- 
triguing and admirable, leaving the 
impression that some aspects of the cul- 
ture have been preserved purely to draw 
aid, while with others they’re just making 
it up as'they go. National dress and archi- 
tecture, for instance, reflect the Tibetan 
styles and have been written into law. This 
means that when in public men must wear 
the hand-woven gho, a knee-length wrap- 
around robe, and women the full-length 
kira, and all buildings must be constructed 
according to a strict definition of tradition. 
As aresult, the country presents a charm- 
ing, recherché and other-worldly visage 
while its indigenous textile and building 
industries are protected. 
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Ministers of state greet visitors 
wrapped in bright orange shawls and 
wearing ceremonial swords as badges of 
office. But according to a report last De- 
cember in the Economist, the designation 
of colored scarves of rank—white for ordi- 
nary citizens, through to saffron for the 
king and the je khenpo, or chief abbot—is a 
recent affectation. 

These efforts to hold onto the precious 
status as sovereign Himalayan nation be- 
gan to look a little shaky in the late 1980s, 
when the government conducted a census 
of its southern regions and found the num- 
ber of ethnic Nepalese living on the plains 
bordering India was double expectations. 

Having initially been invited to help in 
the country’s drive to modernize, mostly 
as laborers building roads and bridges, and 
then granted citizenship in 1958, Nepalese 
had, within 30 years, come to control the 
region, according to Bhutan Foreign Min- 
ister Wangchuk. They owned huge 
amounts of land, dominated local admin- 
istration, and some had falsely claimed to 
be citizens to take advantage of free health 
and education. Worst of all, they displayed 
images of Nepal’s king in their homes, he 
says. 

So the government began throwing 
them out as illegal immigrants. Uprisings 
followed—some of them violent—as advo- 
cacy groups formed and bombing cam- 
paigns 
forcing ethnic Nepalese who did not want 


ensued, often aimed at 
to leave Bhutan to join the thousands who 
did cross to Nepal. 

In Nepal, the United Nations High 
Commission for Refugees got involved, 
setting up camps without proper screen- 





ing of the validity of refugee claims, ac- 
cording to the resident coordinator of all 
U.N. activities in Bhutan, Renata Lok Des- 
sallien. The camps now house tens of thou- 
sands of people, many of them born there, 
many others escaping internal strife, some 
attracted by facilities that have included 
tertiary education. The UNHCR, she says in 
an interview, asked no questions. 

Efforts to resolve the issue have been 
hampered by Nepal’s political problems, 
and so far Bhutan has recognized just afew 
hundred people as Bhutanese citizens eli- 
gible to return. There is little hope for a 
resolution. Ms. Dessallien says most of the 
big donors, and the UNHCR, are weary of 
involvement, “but there is no way that these 
masses of people can be absorbed into the 
community in areas that were already over- 
populated on scarce resources.” 

Mr. Wangchuk says any bad publicity 
Bhutan gets on this issue is “unfair.” “We 
are avery small country with a very small 
population in a region where there is so 
much poverty, and we are doing relatively 
well economically, with free health care, 
education, peace and stability,” he says. 

Most people in southern Bhutan are of 
Nepalese origin, he says. Nepalese, along 
with Dzongka and English, is an official 
language, and ethnic Nepalese can be 
found assimilated into all walks of life 
throughout Bhutan. Recalling the experi- 
ence of Mustang, which was absorbed by 
Nepal after ethnic Nepalese grew from 
minority to majority in a few decades, Mr. 
Wangchuk says: “We would like the world 
not to generalize, but see Bhutan as a small 
country working for its survival as a sov- 
ereign nation. We feel very strongly that if 
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we do not control the flow of illegal immi- 
grants, and the proper course of citizen- 
ship, we would in a very short time have 
more outsiders than our own people.” 

This is little comfort for Mr. Dorji, who 
is not an ethnic Nepalese. He says he was 
accused of conspiring with leaders of 
groups who at the time were facing expul- 
sion; since he was a prominent business 
man, they asked him to intercede with the 
authorities, he says. Later efforts to clear 
his name, including letters to King Jigme 
Singye Wangchuck, were fruitless, he says. 
Soon after Nepal granted Mr. Dorji politi- 
cal asylum, he wrote a book, Silent Suffer- 
ing, which his lawyer says enraged 
Bhutanese authorities. In 1992, Bhutan in- 
troduced the National Security Act, under 
which it is illegal to speak against the king. 
By calling for faster political change and 
setting up the Druk National Congress as 
an exiled opposition party, which he says 
has 2,000 to 3,000 members inside Bhu- 
tan, Mr. Dorji has become a traitor to his 
nation and a martyr to his cause. 

But by any standards, Bhutan’s pace of 
political reform has been impressive. In 
March this year, the king released the 
draft of the country’s first written consti- 
tution, which once adopted will further 
reduce the power of the throne to consti- 
tutional monarch and introduce political 
parties and a bicameral, directly elected 
parliament. These ideas have not been 
popular with a population that largely pre- 
fers to be led. Indeed, the king’s decision a 
few years ago to grant the National Assem- 
bly the right to remove him was over- 
turned by appalled parliamentarians, only 
to be reinstated by royal proclamation. 








“Tt’s unnerving,” Kinzang Namgay, who 
heads the World Wildlife Fund in Bhutan, 
says of the king’s reforms, which some of- 
ficials said could lead to elections as early 
as next year. “There is nothing wrong with 
what we have now. In fact, it’s so good.” 

The Druk National Congress is banned, 
Bhutan has a handful of political prison- 
ers, and groups further abroad represent- 
ing expelled Nepalese as refugees accuse 
the government of trampling on basic hu- 
man rights. Yet much of what Mr. Dorji 
calls for is already happening. 

He says a constitutional monarch 
would be “an essential source of unity for 
the country” but that the king is taking too 
long to introduce a constitution. He accus- 
es the king of being a dictator, citing the 
National Security Act. Development has 
not been even, he says, although 25% of 
budget is spent on health and education. 
Followers of the Nyingma sect of Bud- 
dhism, despite being in the majority, do 
not have political power equal to the mi- 
nority Kyagupa devotees. 

Bhutan’s international image has been 
damaged by the border issue but it is dif- 
ficult to see how, beyond a more profes- 
sional approach from the uNucR following 
standard screening procedures, the situa- 
tion could have been handled any differ- 
ently by a government desperate to 
safeguard its achievements. Basic free- 
doms appear to be on the way for the na- 
tion’s one million or so people, most of 
whom are poor subsistence farmers, as a 
mountainous country of limited resources 
attempts to compete with the giants in its 
neighborhood. 

So far, tourism and hydroelectricity are 
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about it when it comes to national industry. 
The government’s emphasis on environ- 
mental protection means more than 60% 
of the country is covered with pristine for- 
ests—it is, after all, what brings in those 
high-paying tourists. 

Emphasis on social programs means 
roads now stretch across most of the coun- 
try, though for many villages in remote ar- 
eas, the nearest highway remains more 
than a day’s walk away. Electricity is sub- 
sidized to wean rural people away from a 
reliance on wood fuel, simultaneously en- 
hancing the quality of their lives and dis- 
couraging tree cutting. Health services are 
free, and the minister of health, Dr. Jigmi 
Singay, says they will remain so for the 
next 10 to 15 years. Coverage of primary 
health care, he says, is already 95%. 

Corruption is low, officials, aid work- 
ers, experts and critics all say. “What oth- 
er country would ban the purchase of 
vehicles for projects because they are get- 
ting misused? Bhutan has,” says the U.N.’s 
Ms. Dessallien. Among the greatest chal- 
lenges facing the country, she cites eco- 
nomic diversification beyond hydropower 
and tourism while absorbing school leav- 
ers and graduates into the job market. 

“Young people need jobs. People across 
the country, if they are to continue along 
the path of the last 20 years, need to con- 
tinue to benefit from the rather generous 
redistribution policies. Tourism is threat- 
ening to overheat, as independent entre- 
preneurs rush to build hotels, but officials 
say any mistakes have to be learned the 
hard way. One pitfall could be a concentra- 
tion of wealth in the hands of the well-con- 
nected, especially members of the royal 


family, signs of which are already emerg- 
ing. Nevertheless, tourism is providing em- 
ployment opportunities for graduates. 

An auditor with an international lend- 
ing institution complained about a lack of 
accountability in the spending of aid, but 
laughed as he recounted his fruitless ef- 
forts to work out where the money does go. 
“When it comes to spending aid money, 
they say that’s their business,” he says. 

His experience seems to dovetail with 
Bhutan’s policy of self-reliance—which 
along with environmental protection, pro- 
motion of the culture and good governance 
is one of the four pillars of the king’s poli- 
cy of gross national happiness. Having de- 
cided to accept New Delhi’s patronage and 
allow India to establish military bases, 
Bhutan cherry-picks its diplomatic part- 
ners, avoiding heavyweights in favor of 
countries it sees similarities with—Swit- 
zerland, Costa Rica, Benin. When one vis- 
iting reporter asked over a dinner if the 
Bhutanese town of Thimphu had ties with 
London, a senior Foreign Ministry official 
exclaimed: “No, and we don’t want to.” 

While the auditor sees a country that 
exists on the vanity of an international 
community that finds the very idea of it 
appealing, Ms. Dessallien of the U.N. sees 
a “development worker’s paradise.” “Stan- 
dards are very high. I’ve never worked in 
a country with such a strong standard of 
public ethics. It often gets bogged down in 
implementation, not the will, but the phys- 
icality [of the country], ” she says. “This is 
heaven on earth,” she added. 

It is, however, a heaven where only the 
devout, the obedient and the wealthy are 
welcome. l i 
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talked with Kathi Zellweger, director of international cooperation for Caritas- 


R EVIEW EDITOR HUGO RESTALL and Deputy Editor Colum Murphy recently 


Hong Kong, about her organization’s latest emergency appeal to raise $2.5 mil- 
lion for aid to North Korea. The full interview can be found at www.feer.com. 


REVIEW: Can you put poverty in North Ko- 
rea ina regional or global perspective—rela- 
tively speaking, how poor are the people? 


KATHI ZELLWEGER: There was a new nu- 
tritional survey done last fall, the results of 
which came out when I was in the D.P.R.K. 
in March. On one hand, it does show im- 
provement compared to the previous sur- 
vey. But then you compare the results 
within the Asian context, we are at the 
level of Laos in terms of food availability, 
starving of children, chronic malnutrition, 
acute malnutrition. In Asia, I think East 
Timor is worse off. 

I think one big difference is that we are 
not dealing with a developing country, we 
are dealing with a country that had reached 
a certain level of development but is now 
basically spiraling down. After the break- 
up of the Soviet Union, they lost their usu- 
al trading partners, plus then there were 
the natural disasters they had. Aside from 
the difficult political situation like now, I 
would still be reasonably optimistic that, if 
the situation changes internally as well as 
externally, D.P.R.K. would manage to get 
on his own feet within a reasonable time 
frame. I don’t see it as a country where we 
as an aid agency will be forever. 

An important indicator for me is the 
fact that up to now I’ve yet to meet a North 
Korean who cannot read or write. In many 
other countries, that’s the big issue. But if 
people can read and write, once they have 
access to information the economy moves 
reasonably quickly. So you don’t need to 


start from scratch. It’s also interesting 
that, as I observed on my recent visit, in 
the secondary schools they have started 
teaching the children a bit of English. And 
that to me is a sign that they see the need 
to communicate with the rest of the world. 
Those are tiny first steps. 


REVIEW: What would you say to somebody 
who’s considering giving money to the ap- 
peal? Is it more humane to help to prop up a 
system like this with aid for 10 years, or have 
it collapse sooner and then be able to help to 
people in a more direct way? 


K.Z.: Well, I do see changes and that makes 
me optimistic that in the long run things 
may improve. But as I say, you cannot re- 
form a country in isolation, many actors 
need to work together and that’s the dif- 
ficulty we have right now. People are not 
really willing to get together, on all sides. 


REVIEW: Are you optimistic that the gov- 
ernment will continue to change or may take 
a different attitude? 


K.Z.: I think it will be a stop-and-start pro- 
cess, but in the end it is still moving for- 
ward. I already believe now they cannot 
turn the clock back completely. And you 
see that people all of a sudden have money 
for the first time, and they can decide what 
to do with that money, and that makes a 
big difference. I don’t think they can go 
back to the total rationing system they had 
since 1948. 








El 





oo IN TRANSLATION > 





17 


GD) 


Bush 


NI 


and 


The Palestine Conflict 


by Aspianor Masrie 





OR U.S. PRESIDENT 
George W. Bush, experi- 
ence is the best teacher. 
When his father was 
president, in July 1991, 
Bush Senior was humiliated by Israel. At 
that time, he cursed Tel Aviv’s policy of ex- 
tending Jewish settlements across Pales- 
tinian areas. Israel insisted it would never 
end this policy. As a result, Washington de- 
cided to suspend the payment of $10 bil- 
lion. The strong Jewish lobbies made Bush 
pay for his decision. This can be seen from 
the speech he gave in front of the United 
Nations General Assembly plenary session. 
He requested the U.N. to erase the resolu- 
tion equating Zionism with racism. Based 
on this experience, Bush Junior loyally ad- 
heres to the doctrine of “Israel First” in 
solving the Palestine-Israel conflict. 
Many times during his administration, 
“President Bush vetoed draft U.N. resolu- 
tions that related to the Palestine-Israel 
conflict. The last one was about ending Is- 


raeli military attacks in Gaza... that killed 
83 and injured 350 Palestinian citizens. 
Then U.S. Ambassador to the U.N. John 
Danforth defended Israel by saying the 
U.N. Security Council had advised Israel 
instead of telling it to end the war. Mr. 
Danforth’s defense is proof that President 
Bush is powerless to oppose the Israeli mil- 
itary’s unilateral policy against Palestinian 
citizens. 

The strong Jewish lobby caused Bush’s 
powerlessness, In actual fact, Jewish citi- 
zens are only 3% of the total U.S. popula- 
tion. A book by Paul Findley, They Dare to 
Speak Out: People and Institutions Confront 
Israel’s Lobby, thoroughly analyzes the 


ee Mr. Masrie is an international relations lec- 
turer at Hasanuddin University. This article 
originally appeared in the popular Indonesian 
weekly magazine Sabili. The translation is by 
Sara Datuk. The REVIEW publishes a wider range 
of views in the In Translation column in order to 
expose readers to writings like Mr. Masrie’s that 
may be disturbing; these do not reflect the views 
of the REVIEW’s editors. 
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Jewish lobby. They pursue every method 
to achieve their goal. 

Intimidation is the most common 
method used by lobbyists on the members 
ofthe Senate, House, Executive and Amer- 
ican citizens who don’t support the inter- 
ests of Israel. The lobbyists’ intimidation 
strategy has evolved from “wine-dine-en- 
tertain” to the tactic of “McCarthyism” (a 
tactic of discrediting or character assas- 
sination). A former member of Congress, 
Paul N. “Pete” McCloskey, strongly object- 
ed to AIPAC (American Israel Public Affairs 
Committee), which has succeeded in ter- 
rorizing Congress members to stand on 
the side of Israel or else lose their seats in 
the next election. 

Jewish lobbyists operate through 33 or- 
ganizations; AIPAC is one of the head orga- 
nizations that is specially assigned on 
Capitol Hill to lobby Congress members... 
Aside from that, almost 90% of the sena- 
tors and congressmen claim to be of Jewish 
descent. In the book, The Power Peddlers: 
How Lobbyists Mold America’s Foreign Pol- 
icy, Russel Warren Howe and Sarah Hays 
Trott said AIPAC ruled three quarters of the 
Senate’s votes, more than 50% of the votes 
of the House and two-thirds of all the votes 
on the foreign aid bill... 

There are three factors which allow the 
strong Jewish lobby to influence American 
foreign policy. First, members of AIPAC 
have professional behavior and a struc- 
tured network. This can be seen in the out- 
standing cooperation between lobbyists 
and legislators. arrac has only 60 staff and 
65,000 members throughout the 50 states. 
However, the lobbyists have direct access 
to every congressman and senator.... 
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Second, the financing ability of Ameri- 
can Jews dominates almost all economic 
sectors in America, both in industry and 
even banking. In banking, for instance, ac- 
cording to the analyst study result Eustace 
Mullins (1983) and Gary Kah (1990, the 
one who has all and controls American 
banking (The Fed) is not the American 
government but Jewish bankers... 

Third, the Jewish lobby has good infor- 
mation access. American Jews dominate 
almost all American mass media, from 
print media like the New York Times and 
the Washington Post to electronic media 
like ABc and NBC. In electronic media, they 
dominate almost 700 to 1,000 television 
networks. Moreover, American Jews have 
dominated the world’s mass media links, 
including news agencies such as Reuters, 
Time magazine, and TV networks such as 
CNN. As a result, coverage of the Palestin- 
ian issue is corrupted in the mass media. 

Bush’s inability to withstand the pres- 
sure of the Jewish lobby can be seen from 
the agreement for a new proposal that was 
submitted by Ariel Sharon on April 14, 
2004. The proposal contains three impor- 
tant points: pulling out all Jewish settle- 
ments in Gaza, withdrawing permanently 
from some areas in the West Bank, and 
prohibiting Palestinian refugees from re- 
turning home.... 

America itself would never force Israel 
to make any decision against its own will. 
Therefore, President Bush’s peace initia- 
tives of solving the Palestine-Israel conflict 
relies solely on Tel Aviv and the Jewish lob- 
by in Washington. As long as there is no 
Israeli political will to solve this matter, 
peace will be impossible to achieve. Imi 
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REGIONAL POWERHOUSE: 
THE GREATER PEARL RIVER DELTA 
AND THE RISE OF CHINA 
by Michael J. Enright, Edith E. Scott 
and Ka-mun Chang 
John Wiley & Sons, 325 pages, $29.95 
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Reviewed by GLENN SCHLOSS 


: T WAS ONLY a few years ago that 
Hong Kong collectively woke up 
to the opportunities offered by 
the neighboring Pearl River Delta region 
of southern China. Mired in an economic 
malaise stemming from the Asian finan- 
cial crisis, the chattering classes of Hong 
Kong suddenly viewed the vast hinter- 
land of factories, huge populations and 
gray cities in Guangdong province as the 
economic savior for a city in search of a 
quick fix. 

The momentous economic downturn 
which plunged the rest of East Asia—but 
not China—into recession ignited a fear 
that unless Hong Kong became more ac- 
tively engaged with southern China it 
faced a bleak future. After five years of 
living in fear of Communist Party-style 
crackdowns, Hong Kong’s ruling elite 
embraced China, particularly its vibrant 
southern economy. 

Of course, the promise of the Pearl Riv- 
er Delta region, with its cheap labor and 
open fields ripe for constructing new fac- 
tories, had long been recognized by Hong 
Kong’s energetic entrepreneurs. Despite 
China’s political uncertainties and weak 


ex Mr. Schloss is a director at Hill & Knowlton 
based in Hong Kong, and a former investigative 
reporter for the South China Morning Post. 


rule of law, these businesspeople felt 
enough confidence through ancestral 
ties and language bonds with their fellow 
Cantonese in Guangdong province to be- 
gin investing soon after the agricultural 
backwater was opened as a cutting-edge 
experiment in the mainland’s economic 
reforms in 1979. And Hong Kong’s working 
and middle classes were already very fa- 
miliar with the cut-price shopping arcades 
stacked with counterfeit luxury rip-offs, 
cheap restaurants, karaoke rooms and 
massage parlors of nearby cities such as 
Shenzhen, Zhuhai and Dongguan. 

So for the Hong Kong government, poli- 
ticians, media and other elites which had 
suddenly seen the future across the bor- 
der it was really only a case of following 
the money. A flurry of cross-border delega- 
tions ensued and a much heralded trade 
services pact known as Closer Econom- 
ic Partnership Arrangement (CEPA) was 
hastily assembled (though some in Hong 
Kong are now losing patience waiting for 
the benefits of that agreement). 

This is the recent backdrop to Mr. En- 
right, Ms. Scott and Mr. Chang’s effort to 
trace the rise of the Greater Pearl River 
Delta. China’s most vibrant region may in- 
deed be the most dynamic in the world, as 
the book claims. However, they don’t ad- 
dress Hong Kong’s struggle with its iden- 
tity as part of it. 

That is ashame, as the authors deal deft- 
ly with many aspects of Hong Kong’s cru- 
cial role as a driver of modernization in the 
delta while also chronicling the region’s 
impressive two-way interaction with the 
rest of the world using “Asia’s world city” 
as a front office. A wider examination of 
the political and social forces—not just the 
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economic and business factors—at play in 
the complex relationship between Hong 
Kong and Guangdong could have pro- 
duced more insight into the opportunities 
and challenges facing this magnificently 
productive region. 

The Asian and international background 
is just as dramatic. The rest of Asia fears 
that the continuing rise of China, driven 
by competitive powerhouses such as the 
Pearl River Delta, will siphon investment 
and trade away from its recovering econo- 
mies. Protectionism appears to be on the 
rise in the United States and the European 
Union, with much of it targeted at prod- 
ucts emerging from the delta’s factories. 
An associated phenomenon is the grow- 
ing scrutiny of labor and environmental 
standards in supply chains by Naos, which 
are becoming increasingly active in south- 
ern China. Again, these issues are merely 
touched upon while the narrative describ- 
ing the current glories and future riches of 
the region moves on reassuringly. 

Dealt with in detail are the economic 
and business interactions which have con- 
tributed to the development of the Pearl 
River Delta. Surveying various industries 
such as light manufacturing and electron- 
ics as well as services including transport 
and telecommunications, the book is more 
descriptive than analytical in coming to 
terms with the wider forces at play in the 
region. The emphasis here is on compe- 
tition and complementarities between 
various parts of the delta, industries and 
businesses. 

Those seeking answers to the big ques- 
tions about the Pearl River Delta—e.g. 
where the next wave of investors in search 
of even cheaper labor and more open land 
will head, the effect of a possible war with 
Taiwan on the delta’s economy, whether 
it has the infrastructure to prosper in its 
own right should the People’s Republic 
fracture—will find the authors’ work help- 
ful as a starting point. 


For the officials, politicians, consul- 
tants, pundits and wonks seeking more 
information about China’s ascendancy, 
there is material aplenty. Measured as 
a country, the Greater Peal River Delta 
(Guangdong plus Hong Kong and Macau) 
would have been the world’s 16th largest 
economy and its tenth leading exporter 
in 2002. Hong Kong and China produced 
80% of the 700 million watches made 
globally in 2000; Shenzhen produces 
about 80% of the world’s artificial Christ- 
mas trees; Wal-Mart sourced $12 billion 
of goods through its Shenzhen office in 
2002, which is worth about 1% of China’s 
GDP; Nokia makes more mobile phones 
in Dongguan than anywhere else in the 
world; and the toy industry in the Pearl 
River Delta manufactures more than 60% 
of global production in some categories. 

In a volume which analyzes the work- 
ings of the Pearl River Delta in sometimes 
mind-numbing detail and views the future 
as bright, one crucial question underlying 
the debate about Hong Kong’s future role 
in the region remains unasked and unan- 
swered: Should the border be ripped down 
or altered to facilitate smoother flows of 
trade, commerce, investment and people? 
Would the benefits in terms of making the 
Pearl River Delta even more economical- 
ly and financially powerful be worth the 
costs to Hong Kong’s international reputa- 
tion as well as its freedoms? That was the 
question asked frequently in the salons of 
Hong Kong during the dark days of 2002 
and 2003. 

The implicit answer here is an emphatic 
“no” to any undermining of Hong Kong’s 
autonomy, and the rationale is economic. 
In their discussion of recent challenges to 
the “one country, two systems” formula, 
the authors warn that the benefits Hong 
Kong enjoys with foreign trade partners 
as a semiautonomous region could be en- 
dangered. That’s because these trade, in- 
vestment, visa and other concessions are 
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granted by other governments on the ba- 
sis of Hong Kong’s autonomy, and thus 
would be threatened if the status quo 
were upset. 

While the book generally applauds ef- 
forts to make border crossings for goods 
and people easier in terms of facilitating 
trade flows, it makes clear that Hong Kong 
must preserve the rule of law if it is to con- 
tinue to serve as aregional headquarters for 
both multinationals heading into China and 
Asia as well as mainland Chinese companies 
venturing out into the world. The business- 
people and middle classes of Hong Kong, 
while decades ahead of bureaucrats and 
commentators in realizing the potential of 
the Pearl River Delta, have made clear they 
would not have it any other way. 


DEVASTATING BLOWS: 
RELIGIOUS REPRESSION 
OF UIGHURS IN XINJIANG 
by Human Rights in China 
and Human Rights Watch 
Free of charge online, 116 pages 
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Reviewed by JONATHAN MIRSKY 


HE WORD “RELIGIOUS” in the 
title of this report is crucial. As 
E with Buddhists in Tibet, the reli- 
gion of the Uighurs—the Muslim majority 
in China’s northwestern autonomous re- 
gion of Xinjiang—is intrinsic to their iden- 
tity. And itis precisely at their religion that 
Beijing has aimed its devastating blows, in 
order to cripple and—it hopes—demolish 
the very identity which has fired Uighur 
determination to cast off Han domination 
ever since Xinjiang was enveloped by the 
Qing empire in 1884. 
The report’s key words are these: “sys- 
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tematic répression of religion continues 
in Xinjiang as a matter of considered state 
policy.” Beijing comprehensively denies 
this. But the reality is exposed by the pub- 
lication here, for the first time, of secret 
state documents, the complete texts of 
which are found in the appendix. 

One such regulation, for example, stip- 
ulates that “parents and legal guardians 
may not allow minors to participate in 
religious activities.” This ban, the report 
states, occurs nowhere else in China. Like 
numerous other regulations in Xinjiang, 
it violates the International Covenant on 
Economic, Social, and Cultural Rights, 
ratified by China in 2002, as well the Con- 
vention on the Rights of the Child, rati- 
fied in 1991, both of which emphasize the 
rights of children to “freedom of thought, 
conscience, and religion.” 

Scrupulous in its research and ad- 
mirably clear, the report surveys the 
regulations confining religion in all its 
ramifications in Xinjiang, including inter- 
nal manuals for cadres to ensure they im- 
plement oppressive practices thoroughly. 
It then presents documents detailing the 
huge numbers of Uighurs imprisoned or 
detained for “education through labor.” 
These prisoners are defined in public as 
“criminals” because Chinese law guaran- 
tees freedom of religion. 

The report relies as well on interviews 
with Uighurs in many walks of life. These 
were conducted in secret, since discussing 
persecution with unauthorized persons is 
a serious crime. 

Examples of government surveillance 
and control include closing mosques, 
seizing religious materials, insisting that 
imams put loyalty to the nation and Com- 
munist Party first, forbidding any but 
state-controlled and approved persons 
and institutions from implementing reli- 
gious observances and education, and im- 
prisoning “thousands” of those accused of 
contravening the regulations, so many that 
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some camps are referred to as “jammed.” 
“Xinjiang leads the nation in executions 
for state security ‘crimes’ with over 200 
people sentenced to death since 1997,” the 
report states, 

Much of this report applies equally to 
Tibet, with some variations, and Tibet 
awaits its own Human Rights Watch fo- 
rensic investigation. But the general state 
of Chinese depredations in Tibet is well- 
known for reasons which are not relevant 
to the agony of Xinjiang: the international 
sympathy for Tibet based on the region’s 
mystery; many books of varying quality; 
considerable tourism (most of Xinjiang 
is closed to foreigners); and the towering 
prestige of the Dalai Lama. 

China has sought to justify its actions 
in Xinjiang in a way that it has not done 
in Tibet. Since September 11, 2001, it has 
insisted that Chinese actions there—inso- 
far as they have been officially admitted 
at all—are engagements in the global war 
on terror. Part of Beijing’s evidence here is 
the small number of Uighurs captured in 
Afghanistan, some of whom are now held 
prisoner in the U.S. base at Guantanamo 
Bay, Cuba. The U.S. Defense Department 
has established that the 22 or 23 captive 
Uighurs have “no intelligence value,” but 
nevertheless has permitted Chinese inter- 
rogators access to them. 

Beijing has also demanded that these 
Uighurs be repatriated to China. Although 
then Secretary of State Colin Powell de- 
clared that the Uighurs would not be sent 
back, Beijing continues to charge they are 
“East Turkestan terrorists.” The report 
claims that many ordinary Chinese believe 
this, which has exacerbated the traditional 
bad feelings between Hans and Uighurs. 
Thus the labels for the enemy in Xinjiang 
have changed from “feudal elements” to 


“counterrevolutionaries,” to “separatists,” 
and finally, since 2001, to “terrorists.” 

This is despite the fact that“Chinese of- 
ficials admit that in recent years separatist 
activity has actually decreased and is not 
a threat to the viability of the state.” The 
Chinese authorities argue that “separat- 
ist thought” is the new approach followed 
by dissident organizations that previous- 
ly used violent tactics. This allows the 
authorities to accuse a dissenting writer 
or nonviolent group advocating minority 
rights of terrorist intentions and crimes. 
Here is what follows: 


The fact that “popular cultural activities” 
are denounced as forms of “separatist” ac- 
tivities appears to be aimed at deterring 
people from engaging in activities that 
promote their history, culture or tradition. 
The Chinese authorities are trying to erase 
the distinctions among cultural and mi- 
nority rights activists, pro-independence 
activists, and those who use violence. 


In its eagerness to find allies for the an- 
titerrorism struggle, the U.S. government 
fell into a Chinese trap. Although in Oc- 
tober 2001 President George W. Bush told 
then President Jiang Zemin in Shanghai, 
“The war on terrorism must never be an 
excuse to persecute minorities,” the State 
Department sponsored the inclusion of 
“a little-known Uighur organization, the 
East Turkestan Islamic Movement in the 
U.N.s list of terrorist organizations pur- 
portedly linked to al Qaeda.” (A Human 
Rights Watch editor has told me that the 
State Department now regrets this act.) 

China repeatedly turns down demands 
from international organizations such as 
the Red Cross to inspect prisons and oth- 
er facilities to ensure that detainees are 
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not being mishandled in violation of the 
many international laws to which the Chi- 
nese are signatories, even if in some cases 
they have not ratified the documents. Bei- 
jing insists that in addition to many other 
freedoms religious freedom is authorized 
by the Party and the state. 

But it says, too, in the relevant statute, 
“A religious organization must be exam- 
ined and approved by the religious affairs 
department of a people’s government. Only 
then can it begin its activities.” The Human 
Rights Watch report challenges the legal- 
ity of this assertion by observing that “in 
international law a right exists previous to 
state legislation and not as a privilege to 
be accorded at the discretion of the state.” 
This sentence should alert those China- 
watchers who insist that nowadays in Chi- 
na cracking down on heterodox thought is 
more the exception than the rule. 

The report quotes Stanley Lubman, an 
authority on Chinese law at University of 
California at Berkeley, in words which ap- 
ply with terrible finality to the tragedy of 
the Xinjiang Uighurs: “The Chinese crimi- 
nal process remains dominated not only by 
the police, but by a blatant instrumental- 
ism that puts it at the service of the CCP 
[Chinese Communist Party] and political 
leaders when they wish to use it.” 


SINO-JAPANESE RELATIONS: FACING 
THE PAST, LOOKING TO THE FUTURE? 
by Caroline Rose 
RoutledgeCurzon, 175 pages, $115 
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Reviewed by NAILENE CHOU WIEST 
ECENT VIOLENT ANTI-JAPANESE 
protests in China over new histo- 


ry textbooks sank the relations 


between the two countries to their lowest 
point since the normalization of diplomat- 
ic ties in 1972. The Chinese government 


has complained before about how certain 
editions of history textbooks minimized 
wartime atrocities, but this time the fight 
over the past burst into the streets. 

Caroline Rose, a senior lecturer of Jap- 
anese Studies at the University of Leeds, 
takes a timely look at the “history problem” 
in the textbook revisions and the pursuit of 
civilian compensation for Chinese former 
forced laborers, comfort women and vic- 
tims of Japan’s wartime biological warfare 
program or abandoned chemical weapons. 
In discussing these issues, Ms. Rose brings 
a contemporary sensibility on gender, hu- 
man rights and the post-Cold War “mem- 
ory boom,” and also proposes a framework 
for considering conflict resolution. 

She does not shy away from pointing out 
that the various apologies that Japanese 
politicians offered over the years were in- 
adequate and they were not matched with 
actions of compensation. Of more than 60 
lawsuits filed in Japanese courts, the major- 
ity of cases have been dismissed and some 
are pending a verdict while the plaintiffs, 
old and infirm, are dying out. The judges 
have never ruled that the Japanese state 
should take legal responsibility. 

The book spotlights the occasion of the 
30th anniversary of establishing diplomat- 
ic relations in 2002. The ceremony was not 
attended by top-level officials because re- 
lations were badly frayed by the flare-up 
over the history-related problem of the 
2001 edition of the textbooks and Prime 
Minister Junichiro Koizumi’s visit to Yas- 
ukuni Shrine. Chinese Prime Minister Zhu 
Rongji exhorted Japan to “take history asa 
mirror and look toward the future,” which 
had become a mantra for expressing Chi- 
na’s serious misgivings about Japan’s fail- 
ure to own up to its past aggression. 

At the government level, neither Beijing 
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The various apologies offered by Japanese politicians over 
the years were inadequate and not matched with action. 





nor Tokyo likes to see the “history prob- 
lem” intruding in bilateral relations, but 
domestic political considerations and 
popular opinion have become new fac- 
tors to be reckoned with since the 1990s. 
The rise of NGOs and transnational advo- 
cacy groups to help victims seek justice 
has brought new pressure to bear on the 
formal relations. The era of deciding the 
course of diplomacy over banquet toasts 
is over. 

Rich in citations of academic studies, 
the book makes no attempt to fathom the 
visceral depth of anger and frustration 
among the Chinese public. So many Chi- 
nese families have relatives that perished 
during the war. Fresh evidences of Japan’s 
wartime germ and chemical weapons, sex- 
ual slavery and other atrocities keep the 
memory alive. It was not surprising that 
when prominent mainland journalist Ma 
Licheng and political scientist Professor 
Shi Yinhong proposed a “new thinking” of 
putting aside the past—widely perceived as 
a trial balloon from the government—the 
response from the public and even aca- 
demics was overwhelmingly negative. 

The book does not purport to be a com- 
prehensive history of recent Sino-Japanese 
relations, but without taking into account 
the regional political constellation and 
competing strategic ambitions, it is hard to 
explain the question of why visits to Yasu- 
kuni Shrine and new textbooks sometimes 
caused only minor protests but on other oc- 
casions sparked violent outbursts. 

No study of Sino-Japanese relations can 
avoid the sensitive Taiwan issue and the 
role of the United States. A row in 2001, 
for example, came after Taiwan presi- 
dent Lee Teng-hui’s visit to Japan, and the 
2005 flare-up was preceded by the U.S.-Ja- 
pan security objective naming Taiwan as 


their joint concern and further fuelled by 
Japan’s announcement that it would allow 
private companies to explore gas in the dis- 
puted waters in East China Sea. 

Despite checkered political relations, 
trade and economic ties boomed. But the 
simmering history-related problem finally 
boiled over. Anti-Japan demonstrations in 
major Chinese cities and popular boycott 
of Japanese goods doomed Japan’s bid for 
building a high-speed railway and other 
infrastructure projects. A vision of shared 
prosperity for the future is not enough to 
overcome the disruptive forces and keep 
business separate from politics. 

Ms. Rose argues throughout the book 
that attempts by the two sides to reconcile 
the past have been “flawed” and “incom- 
plete.” Three main chapters of the book 
form a neat trilogy of “uncovering the 
truth,” “search for justice” and “settling 
the past.” Reality, however, is far messier. 
The “truth” at best is a commonly shared 
view of the past, which will remain elusive 
for many years despite joint effort to write 
the history. It is unrealistic to expect his- 
tory to be resolved once and for all, espe- 
cially for these two countries that were at 
war or war-like confrontation over most of 
the 20th century.: 


Ironically, the patterned, almost ritual- 
ized behaviour of the two governments 
on history-related issues in the past, has, 
in the long term, exacerbated the problem 
because it has created certain expecta- 
tions among the domestic audiences and 
interest groups of how their government 
should respond.” 


In Japan, antipathy toward the Chinese 
swells with television images of the Chi- 
nese mob storming Japanese stores and 
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throwing rocks at the consulates. Even 
the Chinese government has stopped de- 
luding itself that anti-Chinese sentiment 
was limited to a “handful” of right-wing 
fanatics and recognizes Japan’s assertive 
nationalism reflects a nationwide shift to 
the right. 

The challenge is for the political lead- 
ers on both sides to manage domestic ex- 
pectations and minimize the effects of the 
historical baggage. The long shadow of the 
past is a fact of life that the two countries 
must learn to live with. 


ENGAGING THE LAW IN CHINA. 
Edited by Neil J. Diamant, 
Stanley B. Lubman and Kevin J. O’Brien 
Stanford University Press, 

240 pages, $49.50 


oe 


Reviewed by JEROME A. COHEN 
N RECENT YEARS “edited vol- 
umes” have been out of favor 


with many academic as well as 
commercial publishers. I have never un- 
derstood the bias against them. Often 
the product of stimulating conferences, if 
thoughtfully organized and edited their 
diversity of approach to a central theme 
can bring gratifying illumination. Surely 
this is the case with Engaging the Law in 
China. 

Those who want to know whether con- 
temporary China has a legal system and 
how it functions might well start with this 
slender volume. This is no dry dissection of 
the huge number of laws and regulations 
promulgated by the People’s Republic dur- 


ing the past quarter of a century. Although 
the authors of the nine essays presented 


os Mr. Cohen is a New York University law pro- 
fessor and adjunct senior fellow at the Council 
on Foreign Relations. 


are all scholars, they share a common 
concern for the law in action—where law 
meets life. These mostly younger social 
scientists have recently been immersed 
in fieldwork in a China that has been di- 
vulging itself gradually, reluctantly and 
unevenly to the world. 

Their accounts of how farmers, indus- 
trial workers, pensioners, war veterans, 
the disabled and even property holders 
have sought to protect their interests by 
making use of legal rules and institutions 
are eye opening and exciting. Their in- 
sights into the roles played by regulators, 
mediators, arbitrators, police, prosecutors, 
judges, legislators, and other local govern- 
ment and Communist Party officials leave 
no doubt that, however limited, imperfect 
and distinctive China’s legal processes 
may be, there is a legal system at work in 
the P.R.C. and it is ever more important to 
the polity, economy and society of 1.3 bil- 
lion people. 

China is seething with injustice, and 
the sense of injustice is spreading. The 
post-1978 proliferation of laws—partly a 
response to the perceived unfairness, dis- 
crimination, inadequacies and hypocri- 
sies of a government and society striving 
to cope with rapid modernization—has 
heightened popular awareness of legal 
rights and economic and moral grievanc- 
es. It has also expanded opportunities to 
vindicate those rights and redress those 
grievances through a variety of legal insti- 
tutions and procedures as well as through 
other channels including ubiquitous “let- 
ters and visits” offices and the media. 

To be sure, resort to any of the avail- 
able legal processes is usually an uncer- 
tain, slow and expensive uphill struggle, 
and often personally risky for those who 
challenge power-holders. Yet, as Mary E. 
Gallagher’s essay demonstrates, the law is 
increasingly seen to be a weapon—one that 
the powerless in China may now be using 
more than the country’s burgeoning entre- 
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While the law in China is increasingly seen as a weapon 


for the powerless, leveraging guanxi is still more effective. 





preneurs. This is ironic in light of ortho- 
dox communist ideology, which portrayed 
law as the instrument of the ruling classes, 
and Western-type legal development, such 
as China has been experiencing since 1978, 
as a response to the demands of a rising 
bourgeoisie. Yet it is not surprising since, 
as many entrepreneurs acknowledge, they 
have access to “connections,” and in China 
guanxi is still more effective than law and 
lawyers. 

Readers of this volume will not be im- 
pressed by the role of lawyers. They do not 
appear to be important in the processing 
of most urban labor disputes. And because, 
at least until recently, administrative rem- 
edies for intellectual property violations 
have generally been more satisfying than 
litigation, lawyers do not even feature in 
Andrew C. Mertha’s realistic report on the 
efforts of foreign companies to end coun- 
terfeiting of their products. Sometimes, of 
course, lawyers who do become involved 
in sensitive labor or real estate disputes 
are suppressed by the local “justice de- 
partment” or the police, like some of their 
colleagues who defend against controver- 
sial criminal prosecutions. 

The absence of lawyers seems especial- 
ly serious in the countryside, where most 
Chinese still live. My own fieldwork has 
made clear the desperate need for legal 
services in rural China. Yet relatively few 
lawyers are willing to practice in county 
seats rather than cities. Those who do of- 
ten shy away from bringing suits against 
the local government, even for clear viola- 
tions of national laws. Such cases promise 
little in lawyer’s fees but have great poten- 
tial for alienating the local elite on whom 
rural lawyers depend for their livelihood. 
If villagers retain lawyers from outside 
their county, local authorities sometimes 





harass, defame and even detain them, as 
the fascinating study by Kevin J. O’Brien 
and Lianjiang Li confirms. 

Their study also reveals the extent to 
which local officials will go to deny villag- 
ers sources of legal information: 


When a county government, for instance, 
began a book distribution program, town- 
ship leaders ordered that no materials re- 
lated to legal education be made available 
because “as soon as ordinary people learn 
anything about the law then they become 
impossible to govern.” 


Yet some Chinese legal experts, in ad- 
dition to writing learned treatises for law 
reformers and scholars, have published ex- 
cellent “do it yourself” manuals that make 
it possible for moderately educated farm- 
ers and others with access to bookstores 
to navigate the intricacies of administra- 
tive and civil procedure and tax, property 
and environmental law on their own. Al- 
though their efforts frequently fail, they 
succeed often enough to encourage fur- 
ther attempts to make the legal system 
work for them. 

Justice in the countryside is a major 
topic to which one hopes Messrs. Diamant, 
Lubman and O’Brien will devote a second 
conference. Certainly foreigners need to 
know much more about the roles of the ru- 
ral legal profession, including local justice 
departments, legal aid centers and “bare- 
foot lawyers”—laymen who have been driv- 
en by necessity to teach themselves and 
others how to defend their rights. 

No discussion of law and society in Chi- 
na can neglect the media, both traditional 
and electronic. Despite continuing but un- 
even censorship, they are crucial not only 
in spreading legal education to the masses 
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‘and reporting on concrete cases, but also 
in building public support for law reform, 
wholesale and retail. This was vividly il- 
lustrated after the volume under review 
went to press, when a university gradu- 
ate named Sun Zhigang died in police de- 
tention after having been subjected to the 
administrative sanction of “custody and 
repatriation” that had been promiscuous- 
ly applied to millions of migrants over the 
objections of civil libertarians at home and 
abroad. 

Widespread publicity about this trag- 
edy, especially on the Internet, created 
such a sense of national outrage against 
arbitrary police action that several schol- 
ars requested the Standing Committee of 
the National People’s Congress to hold the 
underlying regulation unconstitutional. 
To avoid the need to make what would 
have been an unprecedented constitution- 
al decision, the State Council annulled its 
regulation, putting an end to one form of 
unrestricted police detention and marking 
a triumph for enlightened public opinion. 

Yet public opinion can be a two-edged 
sword, especially in China, where it is of- 
ten manipulated through Party control of 
the media. This was illustrated shortly af- 
ter the Sun case, when a provincial high 
court reversed a death sentence for the 
notorious Shenyang gangster Liu Yong, on 
the ground that his confession had been 
obtained as a result of five days of po- 
lice torture. This fueled another nation- 
wide media storm—this time against the 
courts—that prodded the Supreme Court 
to reinstate the death sentence and have 
it immediately carried out, without mak- 
ing a persuasive response to the evidence 
of torture. 

As the Liu Yong case reminded any- 
one who might have forgotten the judicial 
response to June 4 Tiananmen Square 
massacres, the China Democratic Party 
and the Falun Gong, China is still a coun- 
try where, despite its progress in law and 





other respects, the Party and government 
will always prevail over the media and the 
courts if the issue is important enough to 
the leadership. 


KOREAN ATTITUDES TOWARD THE 
UNITED STATES: CHANGING DYNAMICS 
Edited by David I. Steinberg 
M.E. Sharpe, 366 pages, $72.95 


ee 


Reviewed by JAE Ho CHUNG 
O THE TIES between South Ko- 
iD rea and the United States still 
bind? That is the core question of 
this volume edited by David I. Steinberg, 
a long-time Korea watcher at Georgetown 
University. Consisting of an introduction 
and 20 chapters written by Korean, Amer- 
ican, Japanese and German contributors, 
it deals with almost all conceivable themes 
and angles of anti-Americanism in South 
Korea and U.S.-South Korea relations. 
Part One of the book provides global, 
regional and comparative perspectives 
on anti-Americanism and its relevance to 
South Korea. The chapters by Kent Calder 
and Meredith Woo-Cumings are particu- 
larly noteworthy. The former argues that 
the so-called San Francisco system crafted 
by the U.S. in 1951 was inherently a Japan- 
centric structure, giving'rise to the belief 
among many South Koreans that the U.S. 
has systematically neglected South Ko- 
rea’s national concerns. Ms. Woo-Cum- 
ings characterizes the current state of 


affairs as the “passing of the Cold War alli- 
ance,” thus regarding further changes and 





ex Mr. Chung is professor and chair of the De- 
partment of International Relations at Seoul Na- 
tional University and author of Central Control 
and Local Discretion in China (Oxford 2000) 
and the forthcoming Between Dragon and 
Eagle: China-South Korea Relations and the 
United States, 





FAR EASTERN ECONOMIC REVIEW c= May 2005 





— 


It is ironic that South Korea’s prosperity and democracy— 


created in part by the U.S.—are the key sources of friction. 





readjustments to the bilateral alliance re- 
lationship between Seoul and Washington 
as inevitable. 

Part Two delivers the yolk of the vol- 
ume. Bruce Cumings distinguishes South 
Koreans’ distaste for American policies 
(anti-Bushism) from their uniform oppo- 
sition to all that is American (anti-Amer- 
icanism). He also goes after the current 
South Korea-bashing—or South Korea- 
passing—in some corners of Washington 
as ignorant and even “racist.” Victor Cha’s 
conceptualization of the U.S. roles in in- 
ter-Korean relations as evolving from “co- 
container” and “facilitator” to “impeder” 
is insightful and leaves much food for fur- 
ther thought. : 

Chung In Moon’s contribution in Par 
Two also merits attention as it depicts the 
recent surge of anti-Americanism in South 
Korea as a key expression of that country’s 
democratic maturation. He also suggests 
that the strained relationship between 
the U.S. and South Korea in recent years 
is attributed in significant part to Seoul’s 
growing cognition of incongruence be- 
tween its power and status in the interna- 
tional community. It is ironic indeed that 
South Korea’s prosperity and democracy, 
planted and cultivated in part by the U.S., 
has become the very source of friction be- 
tween the two allies. 

Part Three takes on the theme of anti- 
Americanism from the perspective of the 
military alliance between the two coun- 
tries. As one might expect, in this section 
there is unanimous support for strength- 
ening the bilateral alliance, and the current 
strains in the relationship are invariably 
attributed to the “sunshine policy” of the 
former President Kim Dae Jung’s adminis- 
tration and the “self-reliant” strategy ofthe 
Roh Moo Hyun government. One author 
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even goes so far as to state: “South Korea 
ponders alternative security arrangements 
or at the very least a revamped R.O.K.-U.S. 
alliance.” Given the global posture review 
underway and the planned redeployments 
of U.S. forces world-wide, this is clearly an 
overstatement. 

Of the four chapters in Part Three, 
James V. Feinerman’s chapter stands out 
with its comparative if somewhat tech- 
nical analysis of the R.O.K.-U.S. Status 
of Forces Agreement. Under the premise 
that “any perception of more favorable 
treatment for Japan and Germany (which 
were defeated in the war) gives rise to 
particular offense in Korea,” he seeks to 
provide a lucid and balanced discussion of 
the key issues involved, including crimi- 
nal jurisdiction, environmental concerns 
and land use. 

Part Four principally adopts societal 
perspectives on anti-Americanism and 
U.S.-South Korea relations by looking 
at survey data and case studies. When it 
comes to the survey-related discussions, 
the two relevant chapters are rather dis- 
appointing. In view of several dozen sur- 
veys on the mutual perceptions of Korea 
and the U.S. available in both countries, 
the coverage provided by these two chap- 
ters is simply too limited, if not superfi- 
cial. It is not clear at all why more efforts 
were not spent in charting the temporal 
changes in South Koreans’ perceptions of 
the U.S. 

Concerning the case studies in Part 
Four, Katherine Moon’s contribution is 
noteworthy as she suggests that anti- 
Americanism in South Korea-U.S. rela- 
tions is not rooted solely in South Korea 
but must be understood in the context of 
international and regional antibase activ- 
ism. The chapter by William Drennan, re- 
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tired colonel, entitled “The Tipping Point: 
Kwangju, May 1980,” appears particularly 
interesting as it takes pains to distinguish 
operational control from command, there- 
by relieving the U.S. forces in Korea during 
1979-81 from the burden of “supporting 
the massacre in Kwangju.” Granted that 
Col. Drennan is correct in interpreting the 
historical records regarding the military 
command arrangements at the time, the 
U.S. cannot be totally separated from the 
rise of General Chun Doo Hwan given the 
fact that then President Ronald Reagan 
chose him as the first foreign leader to re- 
ceive after his inauguration. 

As is often the case with many ambi- 
tious books, considerable variations are 
found among the chapters which range 
from personal reflections to serious schol- 
arly research pieces. Even their length var- 
ies greatly between very short articles to 
full chapters. Despite some symbolic ef- 
forts, the volume is mostly a collection of 
essays by groups of people who frequent 
Dupont Circle, home to Washington, D.C’s 
knowledge industry. No contributor is re- 
ally from the “other” camp, and readers 
are reminded of potential selection biases. 
In terms of substance as well, the volume 
is almost exclusively of a bilateral nature; 
third-party factors and trilateral dynam- 
ics—i.e., China—are rarely discussed with 
the notable exception of William Watts 
who highlighted the “hopeful look they 
[South Koreans] cast toward China.” 

Despite the shortcomings listed above, 
the volume is timely in pointing out that 
the interests of South Korea and the U.S. 
are only overlapping rather than complete- 
ly congruent and that the overlapped area 
may also decrease over time. Most of the 
contributors seem to concur that mending 
and repairing is badly needed, despite the 
fact that anti-Americanism is nothing new 
in South Korea. In conclusion, this book is 
a must read for both serious researchers 
and policy analysts. 


SINGAPORE BURNING: HEROISM AND 
SURRENDER IN WORLD WAR II 
by Colin Smith 
Viking, 628 pages, £25 





Reviewed by HuGo RESTALL 


HE IGNOMINIOUS FALL of British 
Singapore in 1942 accumulated 

plenty of myths over the years. 
Chief among them was the idea that the 
British expected an attack by sea so they 
didn’t plan for an invasion on the Malay 
peninsula. Also, Australians have long 
believed that their troops fought bravely 
but were betrayed by poor British lead- 
ership. Colin Smith’s fusillade of facts 
demolishes these and other misconcep- 
tions like a Japanese T95 tank crashing 
through one of the British Army’s make- 
shift barricades. 

With new material from the archives as 
well as interviews with survivors, this mil- 
itary history marks a significant advance 
in our understanding of how the British 
went wrong. With occasional wry humor 
and accounts of both the major players and 
a few foot soldiers and civilians, it holds 
the reader’s attention, despite its length. 
To show the Japanese side as “less insect- 
like,” Mr. Smith drew on last year’s excel- 
lent Guns of February by Henry Frei, which 
could be read as a companion volume to 
this still largely Eurocentric account. 

As with most disasters, the collapse in 
Malaya did not hinge on a single mistake, 
but rather a combination of poor prepara- 
tion, bad decision-making on the ground 
and the stress of overstretched resources. 
The first error was underestimating the 
enemy. Although the Imperial Defence 
College had been war-gaming a Japanese 
attack through Malaya since the early 
1930s, it was assumed that the British side 
would have air and naval superiority and 


oo Mr. Restall is editor of the REVIEW. 


72 FAR EASTERN ECONOMIC REVIEW «a May 2005 





L 


The Japanese were always at the throats of the British, 
like a knife fighter clinging to his opponent’s shirt. 





therefore the Japanese would not be able 
to land significant armor. The battle plan 
had army units cast in a supporting role of 
guarding airfields and naval installations. 

As a result, tanks that should have gone 
to Singapore were sent to ally Russia in- 
stead. That might not have been crucial, 
but then the best aircraft were also kept 
in the European theater, so the British had 
nothing in the same class as the Zero, and 
were outnumbered in the air four-to-one. 
The Royal Navy sent two of its battleships, 
but without the complementary vessels 
that would have made a balanced fleet. 

There was also a huge gap in tactical 
sophistication. The Japanese had studied 
the RAF’s own daring raid on the Italian 
fleet in the harbor of Taranto, and em- 
ulated it at Pearl Harbor and again off 
the coast of Malaya. But the Royal Navy 
couldn’t accept that the era of the battle- 
ship was over, to the point that Admiral 
Sir Tom Phillips failed to request air sup- 
port even as the HMs Prince of Wales and 
HMS Repulse were being sunk by Japanese 
bombers. 

Nevertheless, why did the British col- 
lapse in less than two months when they 
had numerical superiority of three-to-one 
in the final battle for Singapore? Back in 
London, Winston Churchill, who realized 
that defeat was coming but wanted a long 
and bloody siege anyway to maintain “the 
honor of the British Empire,” was clearly 
frustrated by the same question: 


Our soldiers are not as good fighters as 
their fathers were. We have so many men 
in Singapore, so many men—they should 
have done better. 


The reasons are complex, and Mr. Smith 
leads the reader gradually to the answer 
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without being didactic. The British Em- 
pire was a brittle power, depending on its 
aura of invincibility and prestige to elicit 
a shallow bond of loyalty from its colonial 
subjects. This meant that when Japanese 
snipers targeted the British officers lead- 
ing Indian regiments, those troops were 
quick to surrender or even go over to the 
other side. Time after time civilian and 
military leaders rejected ideas to strength- 
en defenses on the natural lines of retreat 
because this would show weakness and 
be “defeatist.” The island was sometimes 
known as “Fortress Singapore” or “the Gi- 
braltar of the East,” but the truth, shock- 
ing even to Churchill, was that it had never 
been properly fortified. 

Meanwhile British and Australian 
troops were fighting far away from home, 
most had never been in combat before and 
some got off the boat just days before they 
were asked to fight. Had they been “blood- 
ed” before facing the main force of the en- 
emy, received some training in the local 
environment and been given weapons suit- 
able to the mission, they might have fought 
nearly as well as their fathers and senior 
officers had at the Somme and Galipoli, as 
indeed a small minority did. 

An orderly retreat is one of the most dif- 
ficult of maneuvers, especially with poor 
communications and in rough terrain, so 
it’s hardly surprising there was chaos. 
That eroded respect for leaders, and in 
the end the troops simply refused to fight, 
deserted and mutinied. Naturally this was 
downplayed in the press back home for the 
sake of morale. 

The Australian troops, despite their 
bravado and a few promising early engage- 
ments, were no different and at times more 
cowardly than the rest. Their leader, Ma- 
jor-General Gordon Bennett, told one of 
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his field commanders that he and his men 
were “a disgrace to Australia.” 

The only unit that came out covered 
in glory was the Argyll and Sutherland 
Highlanders, under the command of Lieu- 
tenant-Colonel Ian Stewart, 13th Laird of 
Achnacone. Over the previous two years he 
had trained his men in “bush warfare.” But 
they were too few to make a difference. 

Meanwhile, Japan’s secret weapon was 
Colonel Masanobu Tsuji, who conducted 
meticulous planning, intelligence and 
logistics from his research base in Tai- 
wan and then in the field. The Japanese 
had been fighting in China for four years 
by that time, so their troops were battle- 
hardened. The British had superior artil- 
lery, but they rarely had a chance to use 
it effectively because the Japanese were 
always at their throats, like a knife fight- 
er clinging to his opponent’s shirt, as Mr. 
Smith puts it. 

Much like the U.S. Army in Iraq with 
the mantra “speed kills,” the Imperial 
Army “filleted” British positions, in Colo- 
nel Stewart’s phrase. The fighting centered 
along roads through dense jungle, so that 
infantry who suddenly found themselves 
behind enemy lines had to undertake ar- 
duous treks to reform their units. The 
campaign also brings to mind another pen- 
insular rout, the North Korean invasion of 
the South eight years later, when again the 
defenders underestimated their enemy and 
were not expecting to face tanks. 

One interesting aspect of Singapore 
Burning is the parallel to today’s struggle 
between free societies and another fa- 
natical enemy, radical Islam. General To- 
moyuki Yamashita, who became known as 
the Tiger of Malaya after his victory, used 
to always turn the desk in his office to face 
the emperor’s palace in Tokyo, “rather as 
a devout Muslim seeks Mecca.” ` 

Mr. Smith recounts the numerous cases 
of Japanese atrocities, especially the mur- 
der of prisoners of war, most notoriously 
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the Alexandra Hospital massacre in which 
320 wounded soldiers were bayoneted in 
their beds. In the acknowledgments and 
sources appendix, he expresses puzzle- 
ment why “undisputed valor was so often 
besmirched by some despicable cruelty.” 

Yet the answer is suggested in his own 
book. Soldiers who were determined to die 
rather than be captured were desensitized 
to the immorality of executing Australian 
nurses on a beach. While suicide attacks 
were to come much later in the war when 
hope of victory was lost, in Malaya it was 
already clear that many Japanese soldiers 
had a different concept of the value of hu- 
man life and welcomed martyrdom. To ex- 
plain this, Mr. Smith quotes from a letter 
that Count Okuma wrote to a New York 
newspaper in 1906: 


The Japanese are a crazy nation in fight- 
ing and will display their madness as in 
the late war. The Japanese are always 
ready to throw away their lives for a na- 
tion; they regard their lives as lightly as 
they do the weather. On the other hand, 
Americans and Europeans attach their 
chief importance to money. Those who 
love money love their lives. Suppose the 
two nations, whose ideas towards death 
are fundamentally different, should fight? 
The final result is easily seen.... 


Coming back to Churchill’s frustration, 
it’s not hard to see why Australians, In- 
dians and English could not match this 
fervor. Even before the war, the British 
empire had passed its zenith and was en- 
tering an inevitable decline. Asking young 
men to give their lives for the glory of a 
cause they sense is heading for the ash- 
heap of history is a difficult proposition. 
Ultimately it would fall to the Americans, 
fighting for the cause of liberty rather 
than empire, to turn the tide against Ja- 
pan, just as they did in Korea a decade lat- 
er. Freedom, not subjugation, is the only 
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Freedom is the only rallying cry that can inspire those who 


love life to stand toe-to-toe with those who love death. 








rallying cry that can inspire those who 
love life to stand toe-to-toe with those 
who love death. 


RISING ELEPHANT: THE GROWING 
CLASH WITH INDIA OVER WHITE- 
COLLAR JOBS AND ITS CHALLENGE 
TO AMERICA AND THE WORLD 
by Ashutosh Sheshabalaya 
Common Courage, 322 pages, $24.95 
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Reviewed by PRABHU GUPTARA 


OST TOP ECONOMISTS favor 
free trade because it offers ben- 

efits to everybody except en- 
trenched elites or oligopolists. The moving 
of jobs from the U.S. and Europe to less 
developed countries, or offshoring, is 
also widely believed to be good for West- 
ern economies, though they may require 
some short-term adjustment. Mr. Shesha- 
balaya does not pick any quarrel with free 
traders. But he does demolish a positive 
evaluation of offshoring, and he does so 
with an unremitting stream of facts and 
anecdotes showing that, far from being 
benign, offshoring creates long-term and 
much more damaging issues—and not 
only for the West. 

As the West’s lead over Asia is already 
shrinking (and will perhaps disappear, 
as Mr. Sheshabalaya argues) the issue is 
whether Western living standards will 
continue to rise. They may well continue to 
rise for the financial elite, to whom it does 
not make any difference whether the fruit 
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of their investment is produced at home or 
abroad. But Mr. Sheshabalaya argues that 
living standards will decline for the West’s 
wage-earning classes who have, until re- 
cently, been able to move up the technolo- 
gy ladder to protect and even expand their 
share of the global economy. They will not 
be able to do so in future because there 
won't be “higher-tech” or “higher-value- 
added” jobs that will need to be done in the 
West because those functions too will be 
carried out more cheaply in India. 

In an increasing number of fields, even 
the most advanced R&D is already being 
done more cheaply in India than in the 
West, because of India’s highly-educated 
workforce which will soon outrank that of 
the U.S. Low-paying, dead-end jobs con- 
tinue to grow in the West but, according to 
Forrester Research, 3.3 million IT and oth- 
er high-tech jobs will move out of the U.S. 
alone by 2015—or 800 jobs every day for 
the next 11 years. Gartner Group predicts 
that one in 10 U.S. high-tech jobs might go 
offshore by as early as the end of 2005. In 
any case, the number of people employed 
in the technology sector in the Indian city 
of Bangalore has already overtaken that in 
the whole of Silicon Valley. Technological 
leadership will inexorably shift to India in 
a greater range of areas due to the digita- 
lization of all research. 

Any further readjustment in the glob- 
al economy, however, raises a question 
relating to international law and order. 
Since World War II, that job has been 
performed by the West. If readjustment 
means the rise of India, China and South- 
east Asia, that can only be good. But if it 
also results in the decline of the West, that 
can hardly be good because it would take 
place before China, India and Southeast 
Asia could take up the role of guarantee- 
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ing global law and order—which could re- 
sult in global chaos. 

Not only does offshoring portend the 
decline of the West’s middle and upper- 
middle classes, it also means lower fi- 
nancial and social mobility. Further, it 
threatens the whole socioeconomic model 
of the U.S., which makes extreme dispar- 
ities of wealth and poverty tolerable be- 
cause of the speed with which people have 

` hitherto moved up and down financial lad- 
der. The possibility of “making it big” is 
the myth that makes life endurable for 
the masses at the bottom. Theoretically, 
the West could just brand and package for 
the world market, with the work actually 
done elsewhere. But why would branding 
` and packaging remain in the West? Steps 
to halt or slow the decline of the West will 
be short-lived, Mr. Sheshabalaya believes, 
because globalization highlights India’s 
historic strengths. 

India and China are in fact returning to 
where they were before what he calls the 
“first round” of globalization (the age of co- 
lonialism), when these two countries ac- 
counted for half the world economy—more 
or less what the West has today. India’s sci- 
entific and technological progress resumed 
at independence with the removal of the 
shackles of the needs of the British Empire. 
What India has now indubitably accom- 
plished in 17, the country is also beginning 
to do in pharmaceuticals and biotech, and 
will do in other high-technology fields. 

This has surprised Westerners princi- 
pally because of what Mr. Sheshabalaya 
calls the Great Indian Absence—that is, 
the paucity of information in the West 
regarding topics as varied as the aston- 
ishing military contributions of India in 
World War II, its United Nations peace- 


keeping missions in Africa, its pioneering 


role in mathematics and science, and its 
place as the birthplace of fashion. India is 
racing ahead in new fields such as nuclear 
and space technology. Additionally, India’s 


mix of attributes will permit it to transfer 
its experience and its breakthroughs suc- 
cessfully to Africa. So India looks set to be- 
come a superpower by 2040 or so. 

Elephant Risingis a tour de force ina tra- 
dition of books that laud India’s past and 
potential greatness, started by the British 
Orientalists in the 18th century, and built 
on by Indians themselves in books such as 
Nehru’s Discovery of India in the 20th cen- 
tury. India’s strengths have always been 
evident and its problems have always been 
political—exactly as with China. 

The only difference is that China is a 
Mandarin-speaking dictatorship, so no 
one inside or outside can see quite what is 
happening in the country, and no one can | 
predict what is going to happen. India, by 
contrast, is an English-speaking democ- 
racy with a free press, so every spot and 
wrinkle is blazingly clear. Secularism, 
pluralism and democracy, the foundation 
stones of today’s India, are British implants 
(though Mr. Sheshabalaya argues the con- 
trary), and there can be no doubt, judging 
from the continuing physical attacks on In- 
dian minorities, that the future is depen- 
dent on ensuring that the Hindu fascist 
parties don’t return to political power. 

The book leaves many questions unan- 
swered. Mr. Sheshabalaya argues for un- 
employment and training assistance to 


_uneniployed American IT specialists, but 


is this a solution if India really has long- 
term systemic comparative advantage? 
He pleads for U.S. government incentives 
for Indian companies to hire Americans 
as this may be cheaper than giving un- 
employment insurance to Americans but, 
as the U.S. gives no unemployment as- 
sistance to IT specialists at present any- 
way, it is difficult to see what would move 
the country in this direction. He argues 
that Americans should be willing to take 
lower-paid jobs in India but, if they were 
willing to do so, would they get work visas 
from the Indian government, which has 
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a huge unemployment problem itself? If 
the U.S.—the engine that drives the glob- 
al economy at present—stalls, will a global 
crash occur before India and China have 
any possibility of taking over hegemony 
from the U.S.? 
And what is the chance that they could 
_really do so, since the costs of adjustment— 
upward or downward—are much greater 
in these countries than in the U.S.? If In- 
dia really gets to have the “full sweep of 
high-value white-collar services”—Mr. 
Sheshabalaya calls it the Great Displace- 
ment—will that really be bad for the West 
and good for the East, or will it be a “real 
weapon of mass destruction” (as the Wash- 
ington Times-once called it)? 

Mr. Sheshabalaya opines: “The conse- 
quences of the relocation process remain 
unfathomable ... momentous.” So far as I 
can see, however, the consequences are 
entirely clear, and they provide our glo- 
balizing world with two choices. We can 
continue down the current path, which 
will lead to probably irresolvable global 


crises. Or we can create a sensible financial 
system based on sound money, and bring in 
a genuinely level global playing field with 
minimum common rules for health, safety, 
pay, environmental care, transparency and 
corporate governance. That is the only way 
to build a world society that is more just, 
sustainable and humane. 


THE REVIEW’S DEFINITIVE LIST OF 
ASIAN TRAVEL BOOKS: SUMMER 2005 

W holidays? The July issue of the 
REVIEW will answer that ques- 
tion with a reading list of the best travel 
books on Asia. But first we’d like your in- 
put on the books you think should be in- 
cluded and why. So if there’s a travel book 
that aroused your wanderlust or you feel 
offers exceptional insights, email us at 


letters@feer.com. We will publish a selec- 
tion of readers’ comments. W 


HAT TO READ on your summer 
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TACTICAL MANEUVERS: 
PARTICIPANTS DIFFER OVER 
MEANING OF SINGAPORE TALKS 
by Julian Baum 
Vol. 156, No. 19, May 13, 1993, Page 12 


O ONE EXPECTED that, even in 
N the balmy atmosphere of tropi- 

cal Singapore, Taipei and Beijing 
would see eye to eye on differences that 
have made the two governments rivals for 
most of this century. So it is not surpris- 
ing that the two sides have come up with 
sharply conflicting interpretations of their 
unofficial but highly politicized talks in 
Singapore in late April. 

China seemed to be doing its best during 
and after the Singapore meetings to suggest 
that the two sides had taken an important 
step down a road which would eventually 
lead to unification. Taiwan’s official spin, 
by contrast, is that the April 27-29 confer- 
ence was a strictly nonpolitical event that 
had helped to boost the island republic’s 
international standing and demonstrated 
equality between the two sides. 

“Actually, I see these talks as a success,” 
President Lee Teng-hui told Chinese re- 
porters, “especially in the way of signing 
the agreement and the protocol arrange- 
ments. All these things showed it is an 
undeniable fact that we have equal status 
with communist China.” 

Others, including members of Taiwan’s 
opposition Democratic Progressive Par- 
ty (PP), have agreed the meetings high- 
lighted that problems in relations across 
the Taiwan Strait can be tackled con- 


œv Mr. Baum was the REVIEW’s Taipei corre- 
spondent from 1990 to 2000. 





structively. “We both got what we want- 
ed from these talks,” said an official at the 
Straits Exchange Foundation (SEF) which 
is responsible for contacts with mainland 
China. 

The sEF hopes two agreements signed 
in Singapore on document verification and 
registered mail will be followed by other 
more substantial agreements, using the 
framework set up in Singapore for routine 
consultations with the sEF’s counterpart 
in Beijing, the Association for Relations 
Across the Taiwan Straits. Taiwanese of- 
ficials also hope the process will not be 
derailed by “political” issues, such as Bei- 
jing’s demand that Taipei lift its ban on 
direct trade and investment with the Chi- 
nese mainland. In fact, however, the ban 
has already become a sticking point. Bei- 
jing raised the issue when Taiwan asked 
for an investment protection agreement. 

On the tactical side, Taiwan’s repre- 
sentatives did not seem to be intimidated 
by the communist officials, whose slick 
performance, both privately and with 
the press, contrasted with the sometimes 
rougher and more garrulous conduct of the 
Taiwanese. The Taiwanese also success- 
fully resisted attempts by former Shanghai 
mayor, Wang Daohan, who led the Chinese 
team, to discuss sensitive policy issues that 
were not on the agenda. 

That did not, of course, prevent Chi- 
na using its media to put its own slant on 
the talks. The Chinese Communist Party 
newspaper, the People’s Daily, commented 
that the success of the talks “will help pro- 
mote all kinds of contacts and exchanges, 
moving forward the task of peaceful uni- 
fication of the nation.” 

In Beijing’s eyes, the talks were appar- 
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ently so promising that it now hopes future 
meetings can take place at higher levels, 
perhaps even at the very top. According to 
a report from Beijing by the China Times, 
one scheme would have Chinese Commu- 
nist Party General Secretary Jiang Zemin 
meeting with Taiwan’s “highest leader” by 
1997, the year Hong Kong reverts to Chi- 
nese rule. f 

With so much at stake for Taiwan, and 
despite the clear ground rules on contin- 
ued dialogue, observers say it is natural 
that Taiwanese opinion about the talks 
has revealed a chronic insecurity and un- 
certainty about how, or even whether, to 
proceed in the future. One problem is that 
many observers in Taiwan believe Beijing 
gained substantial propaganda advantages 
from the Singapore exchange. The inter- 
national media also appeared to conclude 
that if the two sides were meeting, then 
the trend could only be one way: towards 
eventual unification on Beijing’s terms. 

“The international view is that the two 
sides are stepping into unification,” said 
Kuomintang (KMT) lawmaker Huang Chu- 
wen. “The pro-unification side will use 
these talks to push unification more rap- 
idly. So I think we lost as soon as we sat 
down at the table. Everyone knows that 
it’s impossible to succeed at talks with 
China.” . 

As a veteran lawmaker and factional 
leader in the legislature, Huang would like 
to see the Taiwan government do a better 
job of explaining its position to the inter- 
national community. He would also like to 
push Taiwan’s bid to rejoin the U.N. more 
aggressively as a demonstration that the 
island will not succumb to Beijing’s rule. 

Most, however, see the contacts as a 
necessary evil, if not a positive good. In 
their attempts to strengthen support for 


independence, some opposition lawmak- 
ers have used the talks as another pretext 
for attacking the government’s ambigu- 
ous attitude towards China. They claim 
this ambivalence explains why Beijing was 
able to win a tactical advantage in a dia- 
logue which is just beginning. 

“Communist China can openly and 
loudly say it wants unification,” said op- 
position lawmaker Parris Chang. “But 
our government is in a difficult situation. 
They say they want unification, but basi- 
cally they want to maintain the status quo. 
This is why the diplomatic policies of the 
Kuomintang are so passive.” 

In order to keep up pressure on the 
government and to remind the world that 
there is no consensus on the larger issues, 
the ppp sent a delegation of elected offi- 
cials to Singapore to “observe” the talks. 
The decision was made after the ser had 
refused to include an opposition member 
in the 10-person negotiating team, a refus- 
al that some observers say was dictated by 
Beijing. 

The ppp observers stirred up a small 
ruckus at a reception for Taiwan’s dele- 
gation on April 26, prompting some sharp 
criticism from President Lee. He and oth- 
ers apparently believed that the ppp had 
marred the Taiwan government’s im- 
age on the eve of the high-profile meet- 
ings under the eye of a large international 
press corps. 

The dispute has highlighted a latent 
conflict between the government’s formal 
commitment to unification and its continu- 
ing efforts to promote democracy. “There 
is no example for us to follow,” said former 
vice-foreign minister, now legislator, Chen 
Chien-ren at a seminar assessing the Singa- 
pore meetings. “Under these circumstanc- 
es, we are learning while doing.” W 
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The Gimlet Eye 


travellers’ T A L E S 


America’s Mouthpiece: Xinhua 


U.S. CONSUL GENERAL James Keith left 
behind some irate American journalists 
when he bade farewell to Hong Kong last 
month. That’s because Mr. Keith gave just 
four interviews, three of them to local Chi- 
nese-language newspapers and one to Xin- 
hua. The “exclusive” Xinhua story had Mr. 
Keith celebrating the territory’s improved 
economy and mood, with no mention of the 
half a million protesters in the streets. It 
also twisted his words to suggest Beijing’s 
reinterpretations of the Basic Law are nec- 
essary to adapt to changing situations. 


Beamers for Boom Boom 


THE GOVERNOR OF a Malaysian state re- 
cently gave BMW Chairman Helmut Pan- 
ke alittle inside marketing information. In 
Malaysia, it is traditional to give one’s wife 
a Mercedes, and one’s mistress a BMW. This 








has led to an alternative expansion of the 
Bayerische Motoren Werke’s abbreviation: 
Black Market Wife. 


Travelling in Style 


AFTER OBSERVING HOW the king of Nepal 
travels, we can confirm that it’s good to be 
the king. His Majesty Gyanendra was ac- 
companied to the Boao Forum by 10 body- 
guards, six aides de camp, four secretaries, 
two valets, two protocol officers and two 
doctors. The queen and princess had their 
own consorts and ladies in attendance. But 
the most important of all, we surmise, is 
P.S. J B Rana, “servant,” who alone was 
allowed to bring his wife, whose title was 
listed simply as “spouse of the servant.” 





Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www-feer.com/tales, 
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China is re-shaping our world. ~me 
And none of us can afford to ignore it. 


Whether or not your company does business in China or faces Chinese 
competition, you need the best intelligence about this economic powerhouse. 


Introducing The WSJ Briefing - China Business 


Emailed to you 24 times a year, this new electronic newsletter will provide you with a single, consolidated 

source of essential China news, insights and intelligence, including: 

© Corporate News - updates on M&A, FDI, corporate earnings and top-level corporate appointments 

e Key Data ~ economic indicators on trade, growth, production, consumption and labor 

© Trade News - the latest trade data, tariff and relevant WTO news 

e Laws and Regulations - new legislation that will impact on sales, production and import/export 
activities in China 

e Labor and Logistics - labor issues affecting factory operations; information on operational logistics; 
reports on shipping, ports and customs 

° Banking and Investment - a guide to investment opportunities and potential pitfalls 

e Industry Focus - industry-specific focused briefs and indepth analysis 

° Eye on Politics - political affairs and changes in leadership that will have an impact of business 


Make China Business your primary source of 
China market intelligence. Subscribe now at 
http://www.briefing.wsj.com/china 
Or call us at +852 2831 2579. 
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Crucial intelligence on China. From a source you can trust. 
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OW SUSTAINABLE IS Asia’s current growth and prosperity? 
In differing ways, that is the theme of the two leading ar- 

ticles in this month’s REVIEW. As India and China continue 
to boom and indeed become growth engines for the rest of the region, 
there is a natural tendency to look for the pitfalls that could derail this 
happy synergy. 

Vivek Moorthy takes a critical look at the idea that India’s central and 
state government fiscal deficits pose a serious threat to the country’s fi- 
nancial stability. After all, the numbers most commonly cited are truly 
alarming, and certainly New Delhi’s politicians deserve criticism for 
failing to rein in wasteful spending. 

However, the real story behind India’s growth is the government’s 
step back from investing in the economy so that the private sector is in 
the driver’s seat. The level of investment has remained steady, but the 
efficiency with which capital is used has soared, and so has the cost of 
that capital. Rather than “squeezing out” the private sector, the govern- 
ment allowed it to flourish. Growth means that while the government’s 
fiscal deficit is undesirable, it is hardly as scary as it first appears. That 
means the greater threat to growth comes from those who want to raise 
taxes in order to hit deficit targets based on outmoded indicators. 

Philip Andrews-Speed, an expert on China’s energy policy, looks 
at another looming pitfall in the road of Asia’s growth, the Chinese 
economy’s seemingly insatiable demand for oil, gas and above all, coal. 
With poor incentives to produce energy cleanly and use it efficiently, the 
. country does indeed appear to be digging itself into a deep hole. 

While the economy had been improving its energy efficiency during 
the first couple decades of reform, now it appears to be slipping back. 
As Mr. Andrews-Speed notes, the current rate of growth in energy con- 
sumption is simply not sustainable from a domestic perspective. More- 
over, this has implications for the rest of the region and the world, both 
in terms of higher energy costs and competition for resources. Alarm- 
ingly, there is a lack of political will in Beijing to tackle this problem. 

On a brighter note, congratulations are due to the editorial team of 
the weekly REvIEW, who on May 26 won the Society of Publishers in 
Asia award for excellence in magazines, the top honor a magazine pub- 
lished in Asia can aspire to. Former REVIEW editor David Plott accepted 
the award on behalf of a dedicated and talented team of journalists, now 
sadly dispersed, but such plaudits bring some consolation that their hard 
work is not forgotten. 
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LETTERS 


Conflict of Interests 


FOCUSING ON RELATIONS between Japan 
and China, Hugo Restall’s essay “‘Oppos- 
ing the Sun’: Japan Alienates Asia,” which 
appeared in the April REVIEW, discussed 
how Japan should shape its contribution 
to the world in the future. However, some 
of the important issues explored in the ar- 
ticle involve quite a lot of conjecture. 

In particular, it should not be over- 
looked that in the 60 years following the 
end of the World War II, Japan has repent- 
ed of its past, developed as a peaceful na- 
tion and made an extensive contribution 
to the world in a number of fields. More- 
over, in points such as whether Japan has 
offered a sincere apology for the war or 
whether Japan makes important political 
decisions “without enough debate,” suffi- 
cient evidence that would enable the read- 
er to reach an objective judgment should 
have been provided. 

On April 22, in a speech at the Asia-Af- 
rica summit in Jakarta, Indonesia, Japa- 
nese Prime Minister Junichiro Koizumi 
said that Japan “squarely faces” the fact 
that “Japan, through its colonial rule and 
aggression, caused tremendous damage 
and suffering to the people of many coun- 
tries, particularly to those of Asian na- 
tions.” He clearly expressed the country’s 
“deep remorse” and “heartfelt apology” to 
the international community. 
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Mr. Restall’s criticism that “apologies 
not accompanied by introspection remain 
empty words” seems to have overlooked the 
fact that this feeling of remorse and its apol- 
ogy for its historical aggression have been 
embodied in Japan in the 60 years since the 
end of World War II. 

Furthermore, there can be no doubt 
that Japan is a country where the rule of 
law prevails. To question whether Japan 
is “a country that respects the rule of law” 
is inappropriate. In the recent anti-Japan 
demonstrations in China, the pictures 
revealing acts of violent behavior taking 
place with impunity in front of the police 
had a deep impact on the international 
community, including Japan. Incidents 
such as these that deviate from the rule of 
law would be impossible in Japan. 

Another criticism, asserted through 
the issue of history textbooks used in Jap- 
anese schools, is that Japan has not truly 
repented of its wartime aggression. There 
is no doubt that the effort to look squarely 
and unflinchingly at history has to be con- 
tinued. However, we should also expect 
commentators and analysts to offer fair 
and reasoned observations on the concrete 
description of the war that is provided in 
the Japanese educational system as well as 
on comments made by the prime minister 
and other government officials. 

Mr. Restall states: “A history textbook 
that seeks to actively justify the war as a 








CORRECTION 


Sadanand Dhume, author of the May essay 
“Radicals March on Indonesia’s Future,” was 
a Jakarta correspondent for the REVIEW from 
2000 to 2003. 
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liberation of Asia from Western imperial- 
ism may be used in only a few Japanese 
schools, but the mere fact of its approval 
shows that the government fears the re- 
action of right-wing forces if it declares 
that their views are beyond the pale.” He 
goes on to claim that “the Japanese gov- 
ernment has actively prohibited textbooks 
which address wartime atrocities, how the 
militarists came to power or the role of 
Emperor Hirohito.” These statements are 
nothing more than conjecture. Unlike in 
China and Korea, textbooks in Japan are 
not national textbooks. Nor does Japan in- 
sist on a single, specific interpretation of 
history. The system has been setup in this 
way precisely so that the follies that even- 
tually led to war cannot be repeated. 
Although Asia has to face up to many 
explicit and implicit issues, in reality they 
are the same as those that can be found 
in other regions. At their core, they are 
characterized by a conflict of interests 
between countries. It is important to 
remain calm and objective, not to be led by 
our emotions. 
Takanori Kitamura 
Consul General of Japan 
Hong Kong 


Mr. Restall responds: The Japanese govern- 
ment’s past prohibition of textbooks which 
‘explore wartime atrocities is not conjec- 
ture. Extensive treatment of this subject 
can be found in The Wages of Guilt (Farrar, 
Straus & Giroux, 1994), by Ian Buruma, a 
former cultural editor of the REVIEW. 


A Fair Forum 


JEROME COHEN’S ESSAY “Time to Fix Chi- 
na’s Arbitration” in the January/February 


REVIEW contained a host of inaccuracies" 


and misstatements. I believe it is impor- 
tant to correct the record, and therefore 
provide the following clarifications. 


Letters 


There are no nationality restrictions 
for arbitrators in a China International 
Economic and Trade Arbitration Com- 
mission international arbitration. CIETAC 
never restricts any party from appoint- 
ing a foreign arbitrator, nor does it re- 
fuse to honor an arbitration agreement 
requiring the presiding arbitrator to be 
a third country national. It is surprising 
that Jerome Cohen believes that creETAC’s 
flexibility on the presiding arbitrator’s 
nationality is a new development, failing 
to recognize our long history of standing 
on this principle. In all cases, the parties 
have the right to select the arbitrators for 
their case from a long list of respected in- 
ternational and Chinese arbitrators. In 
our experience, the parties in a dispute, 
whether foreign or Chinese, show a rath- 
er strong willingness to appoint arbitra- 
tors of Chinese nationality. Cost factors 
enter the equation in this choice, as well 
as considerations of fairness, expertise 
and professional capability. 

Furthermore, all parties may challenge 
any arbitrator whom they reasonably be- 
lieve fails to meet CIETAC’s strict standards 
of fairness, independence and impartial- 
ity. Statistical case results do not support 
the bias that Mr. Cohen seeks to attach to 
Chinese arbitrators. For example, from 
2002 to 2004, parties from the United 
States were involved in 116 cases handled 
by cieTac headquarters, in which the U.S. 
party prevailed in 41 cases and lost in 33 
cases, with the remaining cases either still 
pending or having been settled. 

Mr. Cohen also alleged that CIETAC 
sometimes orders arbitrators to change 
their awards. This derives from a misun- 
derstanding. Similar to Icc rules, CIETAC 
rules allow for scrutiny of draft awards, 
prior to cIETAC finalizing the award with 
its seal, in order to eliminate possible mis- 
takes and enhance the enforceability of 
awards. Under this rule, the arbitrators’ 
independent power of decision is not af- 
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fected. However, mistakes in calculation, 
oversights and other similar problems 
that may jeopardize the enforceability of 
an award can be identified in this process, 


. which ultimately benefits the parties to 


3) 


the arbitration. 

In an effort to keep abreast of interna- 
tional developments and standards in the 
arbitration world, as well as to meet the 
needs of the business and legal commu- 
nities, CIETAC frequently updates its pro- 
cedural rules, and continually consults 
with experts both in China and overseas 
while taking these steps. clETAac updated 
its rules five times between 1988 and 2000, 
and we are pleased to announce signifi- 
cantly updated rules will go into effect on 
May 1, 2005. 

The latest updated rules were posted on 
CIETAC’s Web site last fall so that experts 
around the world would have the opportu- 
nity.to comment and make suggestions in 
an open and constructive process. Unfor- 
tunately, Mr. Cohen never sent his recom- 
mendations to CIETAC, although a number 
of scholars and international law firms did 
take this opportunity. 

Cao Lijun 

Arbitrator and Staff Member 
China International Economic and 
Trade Arbitration Commission 
Beijing 


Putrid Views 


IT IS WITH sincere reluctance that I am. 


responding to Taro Yayama’s article “The 
Real Reason Why China Complains” (In 
Translation, April REVIEW) because I quite 
honestly found the author’s comments to 
be morally and mentally putrid. He men- 
tions that two respected Japanese news- 
papers failed to “publish a single case ofan 
investment failure in China of a Japanese 
company,” and speculates that this is the 
result of “invisible controls” by the Chi- 
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nese government—presumably they are 
also being “restrained” by the Chinese 
government from printing the truth about 
“The Great East Asia War,” like the Rape of 
Nanjing. Well, as Mr. Yayama wasn’t able 
(yet) to find a Zionist conspiracy to make 
a bigger lie a la Dr. Goebbels, he has pos- 
tulated his own Chinese version. 
Ultimately, we should actually be grate- 
ful to Mr. Yayama for succinctly mention- 
ing, in the space of two pages, virtually all 
of the prejudiced xenophobic balderdash 
that unfortunately defines the thinking of 
a significant portion of Japanese society— 
witness his apparent continued acceptance 
at the Sankei Shimbun newspaper. Only by 
exposing these prejudiced misconceptions 
for the bleating rantings that they are can 
we hopefully address the roots of same 
and avoid another “invitation for assis- 
tance,” as Japan called its World War II 
Chinese venture. 
Bennett S. Little 
Montreal, Canada 


UPON READING TARO Yayama’s article 
“The Real Reason Why China Complains,” 
I was considering give a warning to the 
“new” REVIEW that your readers expect 
important information, solid analysis, ob- 
jectivity and professionalism, somethingI ` 
did not find in the disgusting article. How- 
ever, after thinking a bit about it, Iam glad 
you gave us this bit of insight into the Japa- 
nese mind. 

Not only Chinese but also Westerners 
are worried about Japan’s lack of ability 
to apologize for their atrocities in WWII. 
Germany showed how that was possible, 
and this nation is now a trusted part of the 
European community. Many of us thought 
it was the fear of losing face behind the 
unwillingness to admit the past. Now we 
understand that the truth is far worse: 
The Japanese are unable to see the differ- 
ence between a war memorial and a war 
criminal memorial. If the “spirit of nation 


building” is dependent upon expansion- 
ism, militarism, nationalism and cruelty, 
we non-Japanese can expect a return to 
just that Japan we hoped was gone, but 
feared was not. 

Not a single sentence seems to indicate 
any empathy with the war victims. In- 
stead the article blamed Chinese domestic 
politics for the attention to the continu- 
ing provocation of the Yasukuni Shrine, 
“which invokes our ancestors’ spirits and 
honors the people who perished build- 
ing our nation during the four wars.” As 
if wars built anything but death and sor- 
row. No, Chinese, Norwegians and others 
around the world do not need scorn for 
their attention to Japanese politics. Mr. 
Yayama has given us a clear message that 
we shall take seriously. 


Jan Evensmo 7 


Associate Professor 
Norwegian School of Management 
Oslo, Norway 


Tolerance Under Threat 


I SHARE SADANAND Dhume’s concern 
about the rising power of Islamic radicals 
in Indonesia, particularly those who par- 
ticipate in the Justice and Prosperity Party 
(“Radicals March on Indonesia’s Future”). 
While I have serious doubts whether the 
party’s more radical (and less sane) mem- 
bers will liberate Jerusalem from Jewish 
stewardship anytime soon, the reverbera- 
tions of intolerance and bellicosity are wor- 
risome nonetheless. Mr. Dhume makes an 
excellent and extremely perceptive point 
when he quotes Egyptian Islamist writer 
Sayyid Qutb, “History has recorded the 
wicked opposition of the Jews to Islam 
right from its first day in Medina.” 

I have long believed the vitupera- 
tive and incessant anti-Semitism present 
throughout the Islamic world far predates 
the Israeli-Palestinian conflict and, in fact, 
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began in the 7th century on the Arabian 
peninsula, when the Prophet Muhammad 
took umbrage at the quite reasonable re- 
fusal of several Jewish Arab tribes to con- 
vert to Islam. Many, though perhaps not 
all, Muslims have never recovered from 
this perceived insult and make great use of 
it to justify all manner of conspiracies and 
calumnies forced upon the Ummah (the 
global Islamic brotherhood). In addition 
to several Indonesian radicals and politi- 
cians, Former Prime Minister of Malaysia 
Mahathir bin Mohamad and Pakistan’s 
President Pervez Musharraf have made 
frequent use of this handy canard to whip 
up sentiment at appropriate times. 

In the end, this political and ideological 
vehicle for scapegoating others (in this in- 
stance, Jews) for problems of a purely in- 
digenous nature have a great deal more to 
do with intellectual and ethical laziness. 
Thus, anti-Semitism is not indigenous to 
Javanese or Sumatran or Balinese culture; 
it exists in Indonesia due to the Arabiza- 
tion and radicalization of Islam, and is (at 
the present moment) the exception that 
proves the widely accepted “rule” of In- 
donesian cultural tolerance towards oth- 
ers. That rule is now being sorely tested 
and may have to revert to being merely a 
hypothesis. 

Peter Cohen 
Bethesda, Maryland 


Analysis of a Conflict 


REGARDING EMILY PARKER’S essay “The 
Burden of Being Japanese” in the April RE- 
VIEW, it is rare to see a Western reporter so 
analytical about the Chinese-Japanese re- 
lationship. It was well-written, very well- 
informed, to the point and factual, without 
the usual Chinese bashing of other REVIEW 
articles. 
Raymond Lee 
Vancouver, Canada 








Over Delhi’s Deficit 


by Vivek Moorthy 





NDIA’S LARGE FISCAL 
deficit is routinely cited 
as the biggest threat to 
its currently robust econ- 
omy. The sum of the fis- 
cal deficits of the central government and 
states was close to 10% of epp in the fiscal 
year 2003-04, roughly the same as in 1990- 
91, the year when a severe balance of pay- 





ments crisis set the country on the road to 
reform. For more than a decade, analysts 
have been telling the politicians that their 
spending is unsustainable and will sooner 
or later bring on another crisis. However, 
while India does need to find a political 
formula to regulate spending, the situation 
is not as dire as some have predicted, and 
indeed the crisis mentality has spurred 
some misguided measures. 

That’s because within India most of the 
Parliament’s attention has focused on an- 
other measure of spending, the revenue 
deficit, an indicator that is not even report- 
ed in many other countries. Roughly speak- 


ing, the revenue deficit is the fiscal deficit 
less the government’s capital expenditure, 
such as on infrastructure projects. A rev- 
enue deficit implies the government is bor- 
rowing to finance current expenses, and 
not spending on productive capital assets 
vital for growth. Hence the country is con- 
sidered to be living beyond its means, a pre- 
cursor to financial ruin. 

As the graph nearby shows, during the 
1990s the combined center-state revenue 
deficit doubled to 6% from 3% of GDP, os- 
tensibly a severe fiscal worsening. The im- 
mense concern of Indian policy makers 
with the high revenue deficit led to the 
framing of India’s Fiscal Responsibility 
and Budget Management Act (FRBMA). 
The crux of this legislation was a target of 
a zero revenue deficit to be achieved with- 
in five years. 


=~ Mr. Moorthy is a professor of economics at 
the Indian Institute of Management in Banga- 
lore, India. 
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PARADIGM SHIFT 


Combined center-state fiscal and revenue deficits 
as a percentage I GDP. 
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First introduced in Parliament in 2000, 
the original bill also stipulated a 2% of cpp 
fiscal deficit target. A modified version 
abandoning the fiscal deficit target but 
maintaining the zero revenue deficit tar- 
get was adopted by both houses of Parlia- 
ment in 2003 and its rules notified in 
mid-2004. Following the lead of the cen- 
tral government, a few Indian states have 
also enacted their own Fiscal Responsibil- 
ity Acts with revenue deficit targets. 

In the very first year after its enact- 
ment, however, the law’s target was 
breached. Roughly 2.5% of app when the 
law was enacted, the revenue deficit is sup- 
posed to be steadily reduced to zero over 
five years. For the current fiscal year 2005- 
06, the FRBMA revenue deficit target is 
2.0%, but the budget projection shows a 
much larger deficit of 2.7% of app. 

Veteran Finance Minister P. Chidam- 
baram explained this by stating that he has 
“pressed the pause button” on fiscal re- 
forms and is pushing back the FRBMA tar- 
gets by one year. This led one well-known 
journalist to remark that the pause button 
is likely to become a rewind. 








In all likelihood, the rrpma will die a 
slow death. The target of a 50 basis point 
improvement in the revenue deficit to GDP 
ratio every year will not be met. It appears 
that the most important goal of India’s new 
fiscal reform is already being shelved. 

However, the current setback provides 
an opportune moment to scrutinize India’s 
entire fiscal predicament. The logic under- 
lying the FRBMA is fundamentally flawed, 
and the particular circumstances underly- 
ing India’s revenue deficit mean that its 
rise should be ignored. India’s fight to rein 
in spending has been hampered by unre- 
alistic goals targeting wrong indicators. 
Instead of focusing on the revenue deficit, 
lawmakers should shift their attention to 
a primary deficit target, i.e., the fiscal def- 
icit less interest payments. 


Is a Revenue Deficit Harmful? 


FOR A PRIVATE company, a zero revenue 
deficit is a must and a revenue surplus is 
highly desirable. If a company borrows 
only to meet current expenses (i.e. salaries 
etc. plus interest) instead of borrowing to 
build or purchase equipment, its stock of 
productive assets will diminish, and its 
sales and hence net revenue will decline at 
some point. The drop in revenue will lead 
to further borrowing to pay interest, and 
worsen the revenue deficit in a vicious cir- 
cle. A revenue deficit is thus financially ru- 
inous for a company. 

However, the same constraints do not 
apply to national finances. The growth of 
a country’s sales (i.e. private sector GDP) 
and thus government tax revenues results 
not only from government investment but 
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also from private sector investment. As 
long as private sector investment is ade- 
quately high, the economy’s growth rate 
can comfortably exceed the (average) in- 
terest rate on government debt. In most 
economies this is usually the case. 

As longas this “Domar condition” (GDP 
growth rate should be higher than the in- 
terest rate) is satisfied for a given primary 
deficit, the government can forever run a 
revenue deficit with all fiscal variables re- 
maining stably under control. The govern- 
ment can use the “dividend” from (private 
sector) growth to keep paying off the in- 
terest on debt. If the private sector as a 
whole runs an adequate revenue surplus, 
that should usually ensure enough invest- 
ment to generate GDP growth higher than 
the interest rate. The nation as a whole can 
build assets even while the government 
continues to run a revenue deficit. 

Indeed, in most developed, free-market 
economies the creation of productive as- 
sets (which includes education and train- 
ing) comes mainly from private-sector 
activity. The role of the state is primarily 
to undertake critical revenue expenditure 
on legal infrastructure such as the police, 
judiciary and also on social welfare. Bar- 
ring critical infrastructure projects, the 
government need not engage in capital ac- 
cumulation, which should come mainly 
from the private sector. Furthermore, 
much of the new infrastructure can be 
paid for through user charges and by pri- 
vate financing. Thus deficits in developed 
countries are mainly revenue deficits. 

Like a private company, a public sector 
commercial entity such as Indian Rail- 
ways (R) needs to run a revenue surplus. 


Its own sales are its sole source of net rev- 
enue growth. Unless it uses its borrowings 
to buy or build assets (freight wagons, pas- 
senger coaches and track), revenues will 
be inadequate to sustainably pay the inter- 
est burden. However, India is not a com- 
pany, and Iris not the government of India. 
This fundamental distinction seems to 
have eluded India’s policy makers. 

The economic logic underlying the 
FRBMA was very relevant to an era when 
the government directly, or through its 
public sector commercial enterprises, 
made huge investments in steel, coal and 
railways (the private sector was banned 
from entering) that were a major source of 
growth. This was so in the mixed, semiso- 
cialist economy of the 1960s and 1970s, but 
is no longer true in an increasingly private 
sector dominated economy. The mindset 
of the policy makers was shaped by the old 
environment, and so the FRBMA was not 
geared to this new economy. 


A Benign Rise 


APART FROM THE above consideration, the 
specific breakdown of the rise in India’s 
revenue deficit indicates that it has not 
been anywhere as economically damaging 
as generally considered. The revenue defi- 
cit is the sum of the primary revenue defi- 
cit and interest payments. As it stands, the 
bulk of the rise in the revenue deficit, 
which was close to zero in 1980, has been 
mainly due to the latter. As the second 
graph nearby shows, interest payments 
rose mainly due to a rise in the (average) 
interest rate on government. De facto and 
later de jure policy changes simultaneous- 
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NO CROWDING OUT 
The cost of borrowing for the private sector and 
government as shown by benchmark interest rates. 
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ly eased restrictions on lending to the pri- 
vate sector and removed concessional 
terms for government debt. As shown, the 
benchmark private lending rate (the ad- 
vance lending rate of the State Bank of In- 
dia, the largest bank) has come down 
sharply over the 1990s, although the cost 
of government borrowing rose. 

Another vital indicator of private sector 
borrowing conditions indicates much great- 
er credit availability for private borrowers. 
During the financial repression which pre- 
vailed in the 1980s, banks were compelled 
to hold a large chunk of their assets in gov- 
ernment bonds (40% in 1989-90). This re- 
quirement prevented them from lending to 
the private sector. After liberalization, that 
ratio was reduced to 25%, and has been 
maintained at that level since 1997. How- 
ever, most recently, banks have been volun- 
tarily holding as much as 45% of their assets 
in government bonds, indicating that pri- 
vate borrowers have not been “squeezed 
out” by the large fiscal deficit.. 

Macro data also indicate that the share 
of investment in Gpp has remained stable, 
with private investment taking the place of 
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public investment. Although government 
capital expenditure has fallen, the nation as 
a whole has been creating assets, despite 
the large rise in the revenue deficit of the 
government during the 1980s and 1990s. 


Setting Realistic Goals 


INDIA’S POLICY MAKERS should allow by- 
gones to be bygones, and should treat the 


_ revenue deficit as a “one-off” resulting 


from financial easing that has lowered pri- 
vate borrowing costs and fostered private 
sector investment and thus growth. . 

Those who concede that this has been 
so, nevertheless may still argue that the 
zero revenue deficit is a good policy, espe- 
cially since the debt ratio has risen sharp- 
ly. Should not a deficit reduction program 
anytime, anywhere, always be welcomed? 
And the larger the magnitude of the pro- 
posed reduction the better? If so, the logic 
goes, the government should persevere 
with the FRBMA target despite slippage in 
its first year. 

However, such a view is far removed 
from the reality on the ground. Reduction 
of the revenue deficit to GDP ratio by 50 ba- 
sis points a year would require raising tax- 
es significantly, since spending cannot be 
cut easily. Indeed the roadmap for FRBMA 
implementation is focused on higher tax 
revenue. The target.is supposed to be 
achieved by broadening the tax base via 
more service taxes, higher service tax 
rates, and increased collections with the 
advent of a nationwide value added tax 
that went into effect on April 1, 2005. How- 
ever, as this year’s budget outcome shows, 
it is not politically feasible to raise taxes. 
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Moreover, since the stringent targets 
for revenue deficit reduction in the next 
four years are also likely to be abandoned, 
the Finance Ministry will keep losing 
credibility in the eyes of domestic and for- 
eign investors. This could raise the cost of 
borrowing for the government, even if 
only by a few basis points, and thus push 
up the fiscal deficit. 

Feasibility apart, such sharp increases 
in taxes will have negative (short-term) 
demand effects, as Keynesian economists 
emphasize. They could also have a supply- 
side effect of deterring investment and 
production. The risks of a recession are se- 
vere, and hence it may not be desirable to 
raise taxes so sharply. The FRBMA zero 
revenue deficit target can be described as 
the equivalent of trying to run a marathon. 
Such an exertion is not necessary for the 
country to remain in good fiscal health, 
and it is not even desirable since the strain 
of doing so could lead to a heart attack. If 
all that is required to stay in good health 
is to run one-tenth that distance regularly, 
far better to focus one’s energies on that 
more achievable target. The well inten- 
tioned efforts of India’s policy makers 
have not borne fruit. The revenue deficit 
target should be formally scrapped, or else 
it is likely to die a natural death. 


Focus on the Primary Deficit 


THIS IS BY no means intended to deny that 
India does face a fiscal crisis. With the 
combined center-state debt-to-GDP ratio 
now close to 80%, the fiscal situation needs 
serious attention and suitable legislation. 
Fiscal control should be achieved mainly 


by Constitutional rules that pre-emptively 
cap spending, not by numerical ratios that 
reactively trigger spending cuts as the 
FRBMA attempted to do. Along with these 
rules to curb spending up front, some nu- 
merical deficit targets would need to be an 
integral part of fiscal legislation. 

Keeping some statutes of the FRBMA in- 
tact, new legislation should be introduced 
with a primary deficit target. The Domar 
condition indicates that under normal cir- 
cumstances, i.e. with growth higher than 
the interest rate, the fiscal situation can 
worsen only if the primary deficit rises. 

A modest primary deficit cap such as 
2% of app, to be met on a two- or three-year 
average basis, with the further specifica- 
tion that at least three quarters of it (i.e. 
1.5% of cpp) should be spent only on capital 
expenditure, would perhaps be best suited 
to India’s current circumstances. For fiscal 
year 2003-04, the combined center-state 
primary deficit was 2.9%. Thus a 2% pri- 
mary deficit target is more likely to be 
achieved and sustained, and doing so 
would boost the government’s reputation, 
lowering borrowing costs. Such a target al- 
lows the government leeway to borrow for 
vital infrastructure projects, but also keeps 
alid on the overall deficit and debt. 

In the last four years, fiscal ratios have 
not worsened significantly largely because 
the primary deficit has fallen slightly. The 
primary deficit is the root cause of real fis- 
cal problems and policy makers should re- 
draft legislation accordingly. A modest, 
primary deficit target is most likely to en- 
sure that what at present is a manageable 
fiscal burden does not spiral into a full- 
blown crisis. 
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China’s Energy Woes: 
Running on Empty 


by Philip Andrews-Speed 





HINA FACES TWO press- 
ing sets of energy policy 
challenges. The first re- 
lates to the immediate 
need to improve man- 
agement and coordination of the nation’s 
energy supply. For the last two years eco- 
nomic growth has been running at about 
9% per annum. Meanwhile energy de- 
mand was up 15% annually while oil im- 
ports grew at 30% per year. Electrical 
power shortages are widespread, and 
transport bottlenecks constrain the ability 
of the industry to move both coal and oil 
` to where they are needed. 

The second set of challenges is longer- 
term in nature and concerns the continu- 





ing inability of China’s government to 
formulate a coherent energy policy which 
could provide the basis for the effective 
management of the energy sector and its 
environmental consequences. l 

China’s energy sector has a number of 
intrinsic weaknesses. These include a 


shortage of domestic oil and gas reserves 
relative to current and future demand, and 
a geographic mismatch between the loca- 
tion of primary energy resources and the 
main centers of demand. These deficiencies 
are being addressed by increasing the level 


. of energy imports and by building long-dis- 


tance energy transmission infrastructure. 
Yet two more profound weaknesses 


have to be tackled in a systematic manner, 


beginning with the issue of overall effi- 
ciency of production and use of energy. 
During the 1980s and 1990s the energy in- 
tensity in China declined, reflecting a sus- 
tained enhancement of the efficiency with 
which the country used energy. Over this 
period, economic growth was running at 
5% to 10% per year, and the annual rise in 





= Mr. Andrews-Speed is director of the Cen- 
tre for Petroleum, Energy and Mineral Law and 
Policy at the University of Dundee, Scotland, 
and is author of Energy Policy Regulation in 
the People’s Republic of China (Kluwer Law 
International, 2004). 
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energy consumption lay in the range 5% to 
8%. Energy intensity, that is the amount of 
energy used for each unit of apr, declined 
at an average rate of 5% to 6% per year. 
Today, given the double-digit increase in 
energy demand over the last two years, it 
is clear that 20 years of improvements in 
energy efficiency have been reversed. 

Current rates of growth in energy con- 
sumption are not sustainable, not least be- 
cause of the very high rate of investment 
required to produce, transform and deliv- 
er such quantities of energy. China is now 
the world’s second largest consumer ofen- 
ergy, accounting for some 12% of global 
energy demand, but its rate of increase of 
demand is some four to five times that for 
the rest of the world. So what happens in 
China’s energy sector affects us all. 

The second aspect of China’s energy sec- 
tor which must be addressed by any new en- 
ergy policy is its continuing dependence on 
coal. China is the world’s largest consumer 
of coal, accounting for more than 30% of 
global coal consumption. Further, coal con- 
tinues to provide some 65% of China’s pri- 
mary energy demand. While such 
dependence on coal is not necessarily a 
curse, it has two mutually reinforcing draw- 
backs: low energy efficiency and pollution. 

The heat value of a unit weight of coal 
is intrinsically less than that for oil and 
gas, and the recovery rates for many of 
China’s coal mines are low, meaning that 
much of the country’s coal resource is left 
in the ground, never to be recovered. Fur- 
thermore, the efficiency of appliances 
which use coal in China continues to be 
substantially lower than the average in 
OECD countries. Progress has been slow in 


enhancing the efficiency of consumer elec- 
trical appliances and implementing build- 
ing codes which reduce heat losses. 
Finally, the continuing low level of end- 
user prices has failed to provide consum- 
ers with incentives to save energy. 

As a consequence of all these deficien- 
cies, China is mining, transporting and 
burning substantially more coal than is 
strictly necessary. This in turn exacer- 
bates environmental damage, which can 
be felt locally, regionally and globally. 

The government must either find a way 
to dramatically reduce the country’s de- 
pendence on coal, or it must adopt the best 
available technologies and practices to en- 
hance the efficiency and cleanliness with 
which coal is mined and transformed into 
energy. Both options necessarily involve 
huge costs. Given the large size of China’s 
coal resources, it is most likely that the 
government will prefer the second option. 
The risk remains that policy paralysis or a 
failure to effectively implement new poli- 
cy will result in the continuation of the 
current trend to use ever increasing 
amounts of coal, with little improvement 
in either efficiency or cleanliness. 

China’s energy policy has traditionally 
consisted of an aggregate of targets and 
objectives for investment, production and 
consumption for each individual industry 
such as coal, oil, gas and electrical power. 
Despite the array of strategic objectives 
announced for the energy sector since the 
1980s, there has been little evidence of ei- 
ther coherence of these objectives or of 
well-considered means by which these ob- 
jectives could be achieved. Further, state- 
ments of policy concerning if and how 
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market instruments are to be introduced 
have either been absent, or couched in 
very vague terms. 

The strategic priorities in the early 
1990s included: 

* Giving equal emphasis to energy ex- 
ploitation and energy conservation. 

æ Improving the structure of energy 
consumption by enhancing the use of oil 
and gas. 

* Recognizing that coal would remain 
a predominant source of primary energy, 
but realizing that China would need a 
much greater supply of electrical power if 
its modernization was to continue. l 

æ Rationalizing both consumer and 
producer prices. 

* Increasing the efficiency of energy 
production and utilization. 

By the late 1990s China had become a 
net importer of energy. The need for en- 
ergy conservation and energy efficiency 
was re-emphasized and greater efforts 
were spent on developing indigenous en- 
ergy resources, especially natural gas and 
hydroelectricity. A new theme was to en- 
courage investment by national petroleum 
companies in overseas oil and gas reserves 
in the belief that access to such supplies 
would enhance the country’s security of 
energy supply. As oil imports continued to 
increase, the high level ofoil international 
prices forced the issue of strategic stock- 
piles onto the agenda in 2002. 

The main energy challenge for the gov- 
ernment during the 1980s and 1990s was 
to provide the nation with sufficient en- 
ergy to sustain the extraordinary rate of 
economic growth. In this they were suc- 
cessful. Investment capacity to produce, 


transform and distribute energy allowed 
China’s consumption of primary energy to 
double to 930 million tons ofoil equivalent 
in 1996, just before the Asian financial cri- 
sis, from 470 million tons in 1983. The 
downside of this growth and the contin- 
ued reliance on coal has been the ever in- 
creasing levels of atmospheric pollution at 
local, regional and global scales. To date 
the government has failed to integrate en- 
vironmental concerns into its energy pol- 
icy in a sustained and consistent manner. 

The period since 1997 saw a number of 
initiatives to restructure the different en- 
ergy industries, to transform state-owned 
energy companies into corporations, to 
raise finance through domestic and inter- 
national stock markets, and to introduce a 
limited degree of competition in energy 
markets. With the possible exception of the 
upstream oil and gas industry, these steps 
have resulted in a reduction of the ability 
of the government to monitor and regulate 
investment and output in the energy sec- 
tor. Investment in power generation and 
coal production from local mines spun out 
of control. At the same time the govern- 
ment maintained control over most energy 
tariffs with the principle purpose of pro- 
tecting energy users from price rises. 

A major policy discontinuity exists be- 
tween the government’s desire to promote 
economic growth through infrastructure 
investment and rising consumer demand, 
on the one hand, and the way in which the 
energy sector is managed, on the other. 
While much of China’s economy is operat- 
ing in a relatively free, albeit distorted, 
market spurred on by government invest- 
ment in infrastructure, the energy sector 
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remains predominantly state-owned, and 
energy prices continue to be controlled by 
the state. As a result consumers are not re- 
ceiving adequate signals to curb energy 
consumption and producers are not incen- 
tivized to invest in new capacity. 

In 2003, the newly installed govern- 
ment realized that the country was facing 
an energy crisis and that the main threat 
to security of energy supply was domestic 
rather than international. A year later 
Beijing announced a new draft energy 
strategy which emphasized the overriding 
importance of energy efficiency and ener- 
gy conservation and which set specific tar- 
gets for energy savings. However the 
announcements lacked details on how 
such targets were to be met, and to date 
there is little sign of a truly new approach 
to energy policy. 

These weaknesses in China’s current 
energy policy can be traced primarily to 
the absence of an Energy Ministry or 
equivalent strong and well-staffed agency 
responsible for energy policy. The frag- 
mented institutional structure of the en- 
ergy industry has led to a fragmented 
energy policy, aggregated from specific in- 
dustry objectives driven more by the lead- 
ers of these industries than by the 
formulation of sector-wide initiatives. 

Until the mid-1990s China’s energy 
sector was dominated by a small number 
of very large state-owned companies or 
ministries which fulfilled the functions of 
both enterprise and government. They re- 
ported to the State Planning Commission 
(spc) and the State Economic and Trade 
Commission (SETC) which respectively 
held responsibility for strategic and oper- 


ational matters. Most importantly the spc 
was required to approve all major invest- 
ments and all energy prices. 

The year 1998 saw the start of a process 
of major restructuring of both government 
and large energy companies which marked 
an important step in the drive to corpora- 
tize and improve the performance of the 
sector. The key government functions relat- 
ing to the energy sector were allocated to 
the renamed State Development Planning 
Commission (SDPO), the sETc and the new- 
ly created Ministry of Land and Resources. 
Clear strategic direction was lost as a result 
ofthese reforms, as the spec and SETC com- 
peted for leadership. This lack of clarity 
was resolved in 2003 when the sETc was 
abolished and the renamed National Devel- 
opment and Reform Commission (NDRC) 
took nominal control of energy strategy 
with the creation of an Energy Bureau. 

Two further regulatory initiatives were 
the creation of the new State Electricity 
Regulatory Commission (SERC) and the es- 
tablishment of the State-owned Asset Su- 
pervision and Administration Commission 
(SASAC) to oversee the management of the 
major state-owned companies. In early 
March 2005 China’s government an- 
nounced that it intended to establish a na- 
tional leading group under the State Council 
to oversee the country’s energy sector. This 
was a rather belated and timid response to 
the realization that the Energy Bureau set 
up in 2003 was not up to the task. 

Though in form these changes might 
appear to have addressed a number of key 
concerns in the making and implementa- 
tion of energy policy, in practice the im- 
pact has been minimal. The creation of the 
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Energy Bureau may indeed represent a 
consolidation of authority and expertise, 
but given the challenges it faces, the level 
of authority of this bureau in the govern- 
ment hierarchy is inadequate, as is the lev- 
el of staffing. Further, the pricing of 
energy is still determined by another bu- 
reau with the NDRC. 

In the past, the leaders of the major 
state-owned energy companies were able 
to play a major role in determining the pol- 
icies and plans for their individual indus- 
tries. Progressive corporatization and 
disaggregation of these companies has re- 
duced the power of these executives to in- 
fluence national policy to a great extent, 
but the capacity of government to lead has 
not been enhanced in a commensurate 
way. Indeed, with more players in the sec- 
tor, the government’s ability to manage the 
energy sector has actually diminished. 

Last year’s announcements on energy 
strategy and the recent formation of a 
leading group to oversee the energy sector 
clearly reflect a realization on the part of 
the most senior government officers that a 
new approach and a new institutional 
structure are required to address the 
short- and long-term challenges faced by 
China’s energy sector. However, the cre- 
ation of a leading group is an interim mea- 
sure which should be followed by the 
establishment of a permanent agency at 
ministerial level, or above, with overall re- 
sponsibility for energy. Such an agency 
will require a much higher level of staffing 
and of political authority than any of its 








With more and more players in China’s energy sector, 
the government’s ability to manage it has diminished. 


predecessors, for radical measures will 
need to be taken along the entire energy 
supply chain. Of these measures, the most 
politically contentious will be the need for 
energy users to pay the full cost of their 
energy supply. 

Assuming such a new energy agency is 
established, the future direction and nature 
of China’s energy sector will depend on 
three further potential opportunities for 
change. The first will be a substantial im- 
provement in the coherence of energy pol- 
icy and in its linkage with environmental 
policy. Such a policy should not only state 
the objectives, but also the means through 
which these objectives will be achieved. 

The second opportunity is for the gov- 
ernment to undertake a radical change in 
their approach to the production, transfor- 
mation and consumption of energy by 
bringing in measures and technologies to 
substantially enhance the efficiency and 
the cleanliness of the sector. The question 
is whether the future direction of energy 
strategy will be “business-as-usual” with 
incremental improvements at the margin, 
or a truly new approach. 

Finally, and most importantly, Beijing 
needs to keep energy policy at or near the 
top of its agenda, and not allow it to be re- 
placed by other pressing priorities once 
the crisis has passed. The energy sector in 
any country is highly politicized. If Chi- 
na’s leaders really wish to change the way 
their energy is produced and used, then 
sustained political commitment will be re- 
quired for many years. = 
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Asia’s Outpost 


of Democracy 


by John J. Tkacik, Jr. 





S ONE oF the few West- 
ern election observers at 
the May 22 presidential 
balloting in Mongolia, I 
can report that the vot- 
ing was fair and untainted by intimidation 
or overt monkey business. And, unlike pre- 
vious election campaigns, the state-con- 
trolled broadcast media gave balanced 
coverage to each of the four candidates, ac- 
cording to a pre-election study commis- 
sioned by the U.S. National Democratic 
Institute. 

So, the good news is that Mongolia has 
mastered the mechanics of ballot-box de- 





mocracy. The bad news is that the Com- 
munists still won—in a relative landslide 
of 55% of the vote against three squabbling 
democrat-reformist rivals. Well, maybe it’s 
not “bad” news. They’re not “communists” 
exactly, even though statues of Lenin still 
occupy honored spots on Mongolia’s dusty 
urban boulevards. The Mongolian People’s 
Revolutionary Party (MPRP) is a disci- 





plined, center-left party committed to par- 
liamentary democracy with a populist 
focus on poverty-alleviation. 

To alarge extent, Mongolia’s democra- 
tization is a fruit of its quest for identity 
after seven decades under Soviet control 
and six centuries as a Chinese vassal. Con- 
fronted with student protests in April 
1990, Mongolia’s ruling MPRP amended the ` 
constitution to abolish its monopoly on 
power and create a fully functioning de- 
mocracy. Mongolian leaders differentiated 
themselves from both the brutal one-par- 
ty dictatorship that crushed China’s dem- 
ocratic movement at Tiananmen Square in 
June 1989 and from the Soviet Communist 
Party wrestling with increasingly obstrep- 
erous independence movements in the So- 
viet socialist republics. 


exo Mr. Tkacik is a research analyst at the Heri- 
tage Foundation and a 23-year veteran of the US. 
Department of State, serving in China, Taiwan 
and Hong Kong. 
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In Mongolia, orderly multiparty elec- 
tions have been the strict rule ever since 
with four peaceful transfers of power, 
from the merr? to the democrats and back, 
between 1990 and 2004. And the 50-50 re- 
sults of the June 2004 parliamentary elec- 
tions ultimately shook out into an 
MPRP-reformist “Coalition of 61” and a 
Democratic Party premier. 

As such, the May presidential election 
was just another step in Mongolia’s process 
of asserting its independent political iden- 
tity. The MPRP victor, President-elect Nam- 
baryn Enkhbayar—an erstwhile premier 
and now speaker of the Mongolian parlia- 
ment, the Great Hural—ran on a campaign 
of national solidarity and the slogan “We 
are powerful when we are together.” The 
slogan echoed the glories of Mongolia’s 
distant past, but it was also a sly dig at his 
opponents who all emerged from the Dem- 
ocratic Party, a party that American hu- 
morist and political commentator Will 
Rogers would have recognized given his 
famous quip: “I’m not a member of any or- 
ganized political party, I’m a Democrat.” 

The U.S. Embassy in Ulan Bator claimed 
to be neutral but was clearly relieved at the 
outcome. Mr. Enkhbayar was the only can- 
didate to endorse strongly Mongolia’s par- 
ticipation in Iraq and Afghanistan. The 
MPRP, which has been very eager for close 
ties with the U.S., signed an “Article 98” 
waiver agreement regarding the liability 
of U.S. soldiers under the International 
Criminal Court. Mr. Enkhbayar’s main 
Democratic Party opponent, Mendsaikh- 
any Enkhsaikhan, at one point asked if the 
government’s decision to join the Iraq ef- 
fort was constitutional because it didn’t 


undergo Great Hural review. (Not that it 
would have mattered much at the time— 
the mprP controlled 95% of the Hural seats 
anyway.) But although Mr. Enkhsaikhan 
freely admitted that over 70% of Mongo- 
lians supported a military presence in Iraq 
and Afghanistan, U.S. officials seemed a 
bit leery of a Democratic Party win. 

The U.S. stake in Mongolia is not insig- 
nificant. Aside from being a reliable diplo- 
matic ally, Mongolia is also a poster child 
for democracy in Eurasia. Its messy, multi- 
party parliamentary system with its liber- 
al election calendar has yielded an open 
society where political dissent is the norm, 
parliamentary debate is spirited, and com- 
promise between parties and interest 
groups is common. This contrasts starkly 
with the rest of post-Soviet Central Asia, 
where presidential governments have re- 
sulted uniformly in strong, single-minded 
dictatorships. Leaders in Kazakhstan, 
Turkmenistan, Tajikistan and Uzbekistan 
have all been in power since the collapse of 
the Soviet Union. (Kyrgyz President Askar 
Akayev, in power since 1992, was the only 
exception. He resigned abruptly when 
widespread violence in the capital—the 
“Tulip Revolution”—sent the city into cha- 
os, leaving long-term prospects for democ- 
racy unclear.) 

Although rarely recognized, Mongolia 
is of critical geopolitical importance as 
well. Its 1.5 million square kilometers of 
real estate is a stabilizing element in the 
region that keeps border frictions between 
its two giant neighbors, Russia and China, 
from reaching a critical mass of conflict. 
In 1969, the specter of a Soviet nuclear 
strike on China was the immediate threat 
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that galvanized President Richard Nixon 
into exploring a strategic alignment with 
China. In 2005, the U.S. sees an indepen- 
dent Mongolia as a stabilizing buffer be- 
tween Russia and China. But how long 
Mongolia can remain economically inde- 
pendent from China is problematic. Once 
` its economy is absorbed by China’s, how 
much political independence it retains 
may simply be a matter of opinion. 


Frail Economy 


MONGOLIANS ARE VERY self-conscious 
about their importance in the global 
scheme of things. Despite the wide ex- 
panses of the Mongolian steppes, there are 
only 2.5 million Mongolians to herd about 
23.5 million head of livestock—sheep, yaks, 
camels, cattle and horses. While they have 
one of the most productive copper mines 
in the world, 85% of its output goes to Chi- 
na, and that only meets an eighth of Chi- 
na’s demand. In 2004, the country’s GDP 
grew 10.6%, but at least half of that is due 
to higher prices in international metals ex- 
changes, not increased production. 

And Mongolia’s once-profitable cash- 
mere industry, which accounted for 16% of 
exports in 2004, is in a depression with the 
expiration of the international Multi-Fiber 
Arrangement, which abolished textile 
quotas. The end of the Mra means Chinese 
mills and weavers no longer need Mongo- 
lian factories for quota visas and now se- 
cretly (and illegally) ship raw cashmere 
wool across the border to Chinese facto- 
ries, leaving 40,000 Mongolian workers 
idle. That, combined with dreaded “dzud” 
` winters that have killed off nearly a third 
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of Mongolia’s livestock over the past five 
years, has led to frightening unemploy- 
ment and a mass migration of herdless 
herders—gers (Mongolian yurts) and all— 
into vast ger-towns encircling Ulan Bator. 
Official jobless statistics are pegged at 6% 
to 7%, but Mongolian politicians admit 
that figure doesn’t reflect many of the re- 
cent rural in-migrants, estimated to num- 
ber around 100,000. 

Addressing Mongolia’s economic dislo- 
cations will occupy the government for 
many years. Needless to say, Mongolia 
cannot possibly pose a security threat to 
either ofits neighbors for decades to come, 
if that. Mongols worry, however, that the 
collapse of the Soviet Union has left a vac- 
uum that China seeks to fill consciously or 
unconsciously. 

Chinese Vice Premier Wu Yi arrived in 
Ulan Bator with great fanfare on May 24, 
just a day after snubbing Japanese Prime 
Minister Junichiro Koizumi in Tokyo. 
While outwardly cordial, Ms. Wu was evi- 
dently a bit miffed that the Mongolians 
hadn’t used one cent of the $300 million in 
low-interest loans that President Hu Jintao 
offered during his June 2003 visit. Mongo- 
lian officials described the Chinese vice 
premier as “tough” but were edgy about 
specifics and said, “It is hard to separate 
politics from economics.” They did say Ms. 
Wu offered a $200 million loan for infra- 
structure improvement in mining areas 
close to China (whether it is additional 
money or just a subtle way of cutting down 
the original offer, the Mongolians are not 
quite sure). Despite the desperate need for 
new infrastructure funds, Mongolian offi- 
cials told me they remain nervous that the 
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strings attached will only increase Chinese 
control of their economy. In 2004, 48% of 
Mongolia’s exports went to China and 38% 
of direct foreign investment in Mongolia 
came from Chinese companies. Those fig- 
ures are swelling rapidly in 2005. 


Looking for “Third Neighbors” 


FOR AMERICAN DIPLOMATS whose job it is 
to think about such things, an independent 
Mongolia is a desirable security interest 
that they try to work into policy prescrip- 
tions. For Mongolians, it is their very exis- 
tence. Mongolian scholars, speaking in 
private, see their new democracy as an es- 
sential element of their country’s new iden- 
tity separate from its previous Chinese and 
Russian overlords. (The Soviets occupied 
the country from 1924 through 1990.) 

In 1990, U.S. Secretary of State James 
Baker visited Mongolia and extended a 
hand of partnership to Mongolia as a 
“Third Neighbor.” The concept electrified 
Mongolians, who had never dared think of 
themselves as anything but real estate over 
which Russians and Chinese had fought 
for centuries. Since Mr. Baker’s visit, find- 
ing additional “Third Neighbors” to help 
buttress the nation’s international identity 
has been a central tenet of Mongolian for- 
eign policy. 

The Enkhbayar campaign called on 
voters to remember their identity as de- 
scendants of Genghis Khan—a proud peo- 
ple with a great heritage. American 
officials here respect this facet of Mongo- 
lia. Hence the elaborate care with which 
the U.S. Embassy and the Washington 
D.C,-based International Republican In- 
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stitute dispatched its own election moni- 
tors to the far reaches of the Mongolian 
Steppes. While America’s chief geostrate- 
gic interest in Mongolia is as a stabilizing 
buffer, Mongolia is perhaps more valuable 
as democracy’s single success story in the 
former Soviet empire east of the Urals. 

But Washington has been pretty feck- 
less in sharing this view with the rest of the 
democratic world. For some reason, Wash- 
ington can’t get the Asia Pacific Economic 
Cooperation forum (APEC) to admit Mon- 
golia—“Too many countries already,” oppo- 
nents say. “Try again in 2007,” they offer. 

How about the six-nation Northeast 
Asia Cooperation Dialogue? North and 
South Korea, China, Russia, Japan and the 
U.S. are members of this semiformal secu- 
rity group of senior diplomats and defense 
officials. But when Mongolia was men- 
tioned, the Russians and Chinese balked. 
“North Korea has decided not to attend 
this year, so let’s not include Mongolia un- 
til North Korea rejoins,” was the excuse 
Beijing used to justify its hesitation. Some 
countries are uncomfortable with Beijing’s 
position, but are willing to humor the Chi- 
nese. Others, like France, consider Mon- 
golia to be in China’s sphere. 


Mongolia, Greater China and... 
France? 


WHILE MONGOLIAN PARTICIPATION in 
“Operation Iraqi Freedom” won profound 
gratitude from the Bush administration, it 
earned Ulan Bator enmity in some quar- 
ters—such as in Paris. France subsequent- 
ly vetoed Mongolia’s application to join 
NATO’s “Partnership for Peace,” a security 


Asia’s Outpost of Democracy 21 


A 


www.feer.com 


forum that includes all the former Soviet 
states. Nothing against Mongolia, mind 
you, it’s just what passes for geopolitics in 
Paris these days. 

This is how the French ambassador in 
Ulan Bator, Nicolas Chapuis, described it to 
a group at Mongolian National University 
in November 2004: “Strategically, there is 
a continental triangle ‘standing up to’ (al- 
though the Mongolian interpreter translat- 
ed this as ‘opposing’) U.S. hegemony—the 
European Union, Russia and China.” 

A Mongolian scholar read these words 
to me from his notes of an open speech Mr. 
Chapuis gave on French policy toward 
Mongolia. He quoted bullet points in 
French, which he said Ambassador 
Chapuis gave him after his remarks. “We 
see this policy [toward Mongolia] within 
the framework of cooperation between the 
European Union and Greater China.” The 
scholar, paraphrasing the French official, 
said France did not want to frustrate its 
Chinese friends. 

Buddha’s birthday fell on May 23, dur- 
ing my visit to Mongolia. Many of the local 
people I met were fasting in observance, in- 
cluding my interpreter and a doctoral can- 
didate in international security. Yet China 
certainly does not want Mongolia to con- 
solidate its identity as a land of devout Bud- 
dhists. In November 2002, Beijing cut all 
rail services to Mongolia for anail-biting 20 
hours while Ulan Bator hosted a visit by the 
Dalai Lama. Beijing gets hysterical when- 
ever any country hosts the Tibetan exile 
leader, but apparently China opposes the 
Buddhist Nobel Peace Laureate more than 


it opposes nuclear weapons in North Korea, 
because it refuses to take equally stern eco- 
nomic action against Pyongyang. Needless 
to say, the Dalai Lama was high on the 
agenda for President Hu’s July 2003 visit-to 
Mongolia—as it most probably was for Ms. 
Wu’s recent visit, although none of my in- 
terlocutors would say as much. 

In reconstructing their identity, Mongo- 
lians are resurrecting their reverence for 
Buddhism—hence the Mongolian frustra- 
tion at China’s pressure on the Dalai Lama’s 
visit. China’s creeping control over Mongo- 
lia’s economy—and the fact that Mongolia’s 
profitable construction industry is almost 
completely manned by Chinese workers—is 
generating antipathy toward China. Rus- 
sians are liked in Mongolia, but Russian is 
no longer the second-language of choice 
among students, nor is Chinese—that honor 
goes to English. Japanese diplomats and 
scholars are popular for their enthusiasm 
about Mongolia’s culture and history. And 
Americans are particularly welcome, which 
probably annoys the Chinese. 

No one expects China to be happy with 
an independent Mongolia, but it is the best 
way to help keep China and Russia apart. 
While the best way to ensure that Mongo- 
lia’s two neighbors respect her indepen- 
dent identity is to integrate that isolated 
land into regional and global security 
structures like arec, Northeast Asia Co- 
operation Dialogue and Partnership for 
Peace. And it is up to U.S. and Japanese 
diplomats to shame their counterparts 
from other European and Asian democra- 
cies into supporting those efforts. WE 
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Behind Japan’s 
Foreign Policy 


MANY, INCLUDING some Japanese, are mystified by Japan’s recent 


handling of relations with China. What factors underlie Mr. Koizu- 


mi’s behavior? How do the Japanese view the China challenge? The 


REVIEW ponders these questions and examines a new set of policy 


proposals recently floated by opposition leader Katsuya Okada. 


Koizumi 
Uncovered 


by Shigenori Okazaki 
RIME MINISTER JUNICHIRO 
P Koizumi has proven himself to 

be the most hawkish, right-wing 
prime minister since the end of World War 
II. He has used “reform” as a cover for 
achieving his political aspirations. Pre- 
sumably, that is why he has talked a lot 
about reform but has achieved so little. 
Even his pet project of reforming the post- 


al system is misleading and irrelevant— 
Mr. Koizumi says Japan Post’s savings 


component has grown so big that it must 
be privatized, but most experts agree that 
privatization would actually create an 
even bigger monster. 

More charitably, it could be that Mr. 
Koizumi truly believes in his reform agen- 
da but that his definition of reform is dif- 
ferent from most people’s understanding. 
His does not refer to reform of the social- 
welfare system, or the pension system, or 
the eradication of corruption from the gov- 
ernment. Instead, his reform consists of 
forcing the national flag and anthem on 
teachers and pupils at public schools; pass- 
ing so-called “privacy protection” bills 
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(which render attacks on politicians by the 
media much harder); backing military con- 
tingency bills (which allow American 
troops in Japan to freely use public facili- 
ties in the event of a contingency); visiting 
Yasukuni Shrine without having to feel 
guilty; sending armed forces overseas for 
the first time since the end of World War 
II; reinterpreting history; and possibly 
even rewriting the Japanese Constitution, 
which renounces war, in order to make 
participation in collective defense lawful. 
Why does he act the way he does? Part- 
ly because he was elected Liberal Demo- 
cratic Party (LDP) leader with votes from 
the war bereaved in return for promises to 
visit Yasukuni Shrine every August 15—the 
anniversary of the end of the Pacific War. 
But more importantly because he repre- 
sents a group of Japanese leaders who be- 
lieve that Japan is—in the words of former 
Prime Minister Yoshiro Mori—a “divine 
country centering around the Emperor,” 
and was forced into the last war. Japan did 
not want to fight the Americans, it only 
wanted to “liberate” the Asian people from 
European colonialism. Subsequently, the 
U.S. forced the Constitution and their “de- 
mocracy” on a Japan that couldn’t say no 
since it had been defeated. However, unlike 
Germany, the Japanese war machine was 
not completely destroyed after the war— 
many warriors were acquitted due to U.S. 


expediency and self-interest. They (and | 


their families) still hold high offices in the 
government today. 

The Koizumi government, however, 
does not represent a majority view of the 
LDP. During the administration of Prime 
Minister Tomiichi Murayama (1994-96), 


Japan did apologize for its part in the war, 
and that statement represented the broad 
sentiment of the Japanese people. This 
was possible because that government was 
an LDP-Socialist coalition, a combination 
of the two largest political parties, on the 
right and left, in Japan at that time. This is 
in contrast to the current government, a 
coalition of the LDP and New Komeito—a 
small neo-Buddhist party. 

The evolution of the various factions 
within the Lpp over the past decade, to- 
gether with a change in U.S. attitudes to- 
ward Japan in the post-Cold War era also 
help to explain the current administra- 
tion’s foreign-policy position. 

Under the Murayama administration, 
the LDP was led by the mainstream Hashi- 
moto faction, while under the Koizumi ad- 
ministration the LDP is led by the heretical 
Mori faction together with the tiny Yama- 
saki faction. While the Hashimoto faction 
tended to show more interest in economic 
growth than security issues, the Mori fac- 
tion has always been more interested in 
national security than growth. The Hashi- 
moto faction thought Japan’s economic 
power would eventually boost Japan’s re- 
gional and international status. The Mori 
faction (and that of Yamasaki), however, 
believed the country needed a strong mil- 
itary presence to boost its status. Similarly, 
the factions’ differences on China are just 
as clear. The Hashimoto faction (since the 
late Prime Minister Kakuei Tanaka’s his- 
torical visit to Beijing) has been friendly 
with China, while the Mori faction has 
traditionally been close to Taiwan. 

The power shift which has taken place 
since the days of the Murayama adminis- 
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tration from the Hashimoto to the Mori 
faction was somewhat inevitable. During 
the Cold War years, Japan’s economic might 
and outsized presence in the U.S. market 
was tolerated mainly because of Japan’s 
unique role as the “unsinkable carrier ship” 
fighting against communism, in the words 
of Former Prime Minister Yasuhiro Naka- 
sone. With the Cold War behind us, many 
thought—correctly it transpired—the U.S. 
would no longer put up with Japan’s eco- 
nomic free ride. As the U.S. began search- 
ing for a new adversary, Japan was assigned 
to the role of policing the world as a junior 
partner of the America, a titillating role for 
minorities in the Lpp—the Mori (formerly 
Koizumi’s) and Yamasaki factions. 

Given the Bush administration’s reorga- 
nization of its forces deployed in Asia, in- 
corporating Japan more deeply into its 
regional/global operations, the last thing 
President Bush would want to see is Japan 
making friends with China and the Koreas. 
And Mr. Koizumi seems happy to oblige on 
this count, maintaining a cool distance be- 
tween Japan and its Asian neighbors. 

A separate but equally important point 
is that lawmakers do not fairly represent 
Japanese voters’ views. Take the Consti- 
tution issue, for instance. The electoral 
reforms, which have introduced single- 
seat districts, have significantly reduced 
the representation of defenders of the 
Constitution—the Social Democratic Par- 
ty (spp) and the Japan Communist Party 
(JcP)—as expressed in the number of par- 
liamentary seats. They account for a mea- 
ger 5% of the total parliamentary seats, a 
sharp drop from about 30% before the 
electoral reform. 


As Japan moved closer to a two-party 
system, the Lpp and the opposition Demo- 
cratic Party of Japan (DPJ), the two largest 
parties, began to dominate the parliamen- 
tary debate over changing the Constitution. 
Currently, a bipartisan Diet committee is 
preparing to rewrite the Japanese Consti- 
tution. This committee is dominated by the 
LDP and the DPJ; of the 50 committee mem- 
bers, only two are from the scp and the spp 
(one from each). While both scp and spp 
are opposed to changing the Constitution 
(Article 9, in particular, which renounces 
war), the ppg, the largest opposition party, 
is in favor of pushing ahead with revising 
the Constitution—including revisions to the 
controversial issues relating to the deploy- 
ment of the country’s Self-Defense Forces 
as well as Japanese participation in collec- 
tive defense. 

Changing the Constitution so that Ja- 
pan can take part in collective defense may 
be the price Japan must pay for becoming a 
permanent member of the United Nations 
Security Council. However, most J; apanese 
voters do not see revising the Constitution 
as an urgent matter: in a recent newspaper 
survey, only 7% replied that this is an issue 
that politicians should be tackling now. 
This is despite the aggressive public-rela- 
tions campaign of the Koizumi govern- 
ment, the opposition DPJ and the media. 

Among the Japanese conservatives, 
there are two major groups—one is U.S.- 
friendly and the other anti-American. Ob- 
viously, Mr. Koizumi belongs to the former 
and, so far, this group has fared well. How- 
ever, it has also antagonized the latter as 
well as Japan’s Asian neighbors. We must 
watch closely to see whether the group that 
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is friendly to the U.S. continues to reign in 
the government. Mr. Koizumi’s term will 
end in September 2006, and the LDP leader- 
ship election then will undoubtedly be a 
major milestone. The Anti-Koizumi group 
in the LoP is preparing to replace Mr. Koi- 
zumi and regain control of the highest of- 
fice. However, should Mr. Koizumi be 
succeeded by someone from the same camp, 
such as Deputy Secretary-General Shinzo 
Abe, relationships with China, and Asia as 
a whole, will most likely suffer. At the mo- 
ment, Mr. Abe is leading the opinion polls 
as the most favored choice to be the next 
prime minister of Japan. 


Sino-Japanese 
Pride and Prestige 


by Masaru Tamamoto 


J 


in Japan on how to deal with the pressing 
disputes with China over history and ter- 
ritory, and the rising competition for re- 
gional leadership. In the meantime, the 
government of Prime Minister Junichiro 


APAN’S CURRENT ATTITUDE 
toward China is mixed and am- 
bivalent. There is no consensus 


Koizumi has taken a stance that many in 
Japan increasingly see as too hard line and 
intransigent. 

While it is possible for Japan and China 
to forge a calculated solution for each of 
the differences on the diplomatic table, 
there is something more nebulous at 
stake—pride and prestige. Competition at 


the image level inhibits the establishment 
of a lasting and cordial relationship. And 
behind these emotions are two countries 
that are both in the process of redefining 
their stations in the international world 
while simultaneously groping for a sus- 
tainable relationship with one another. 

Sino-Japanese relations have deterio- 
rated so much that the Japanese speaker 
of the lower house of parliament and six 
former prime ministers took the unprec- 
edented step of advising Mr. Koizumi to 
cease his visits to Yasukuni Shrine. The 
shrine has famously become the point of 
contention and symbol of ill-will in rela- 
tions with China, because included among 
the spirits of two and a half million sol- 
diers honored for sacrificing their lives in 
the wars of modern Japan are 14 classified 
as class-A war criminals by the allied pow- 
ers after the World War II. Curiously, one 
of the six former prime ministers to issue 
caution was Yasuhiro Nakasone. Mr. Na- 
kasone is a self-styled nationalist, who in 
1985 made a point of declaring that he was 
visiting the shrine in his official capacity 
as prime minister, and whose example Mr. 
Koizumi has been following. But now, Mr. 
Nakasone is warning that a prime minister 
should consider national interest before 
any personal conviction. 

The elders’ criticism, which cannot be 
dismissed lightly, came at the beginning of 
June. To similar criticisms coming from 
the parliamentary opposition over the past 
several years, Mr. Koizumi had responded 
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rhetorically: “Will ceasing my visits to Ya- 
sukuni Shrine solve all the problems of 
Sino-Japanese relations?” 

Beijing’s opposition to Tokyo’s bid for 
a permanent seat in a reformed United.Na- 
tions Security Council, for instance, is as 
much about power and influence as it is 
about pride and prestige. China is clearly 
unwilling to forgo its pride of place as 
Asia’s sole representative in the select in- 
ternational forum. Japan’s diplomatic 
leaders have been making a serious effort 
toward attaining a permanent seat but, 
while the majority of the Japanese support 
their country’s bid, it is not clear whether 
the J apanese want to participate in a com- 
petition for pride and prestige with China 
that such a bid entails. 

In part, Japan is underestimating the 
rise of China. Many Japanese pundits see 
China overestimating the rate of its own 
rise and deem that China has ideas beyond 
its station. At the same time, because Japan 
is generally callous about Chinese sensitiv- 
ity over pride and prestige, there is bewil- 
derment about the recent spate of 
anti-Japanese outbursts by the Chinese and 
suspicion as to whether China has other 
goals in mind beyond mere bullying. Is Ja- 
pan misreading China? 

The Chinese economy is still vulnera- 
ble, the spectacular growth of the last two 
decades notwithstanding. The majority of 
the workers are employed by money losing 
state enterprises that are propped up by 
state-owned banks. About 30% of its peo- 
ple still live on under $2 a day. While eco- 
nomic conditions will continue to improve, 
the very high growth rate of the early 
catch-up phase cannot continue indefi- 
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nitely. Economic development has its stag- 
es and cycles. It is easy now, but things 
will get harder. Beijing need only look at 
the Japanese and South Korean develop- 
ment trajectories for illustration of arocky 
time to come. Perhaps even more worry- 
ing, China is still at a development stage 
in which economic mismanagement could 
lead to the breakdown of social order and 
threaten political stability. Right now, it is 
simply not in China’s interest to antago- 
nize Japan, a major source of trade and 
investment. By dampening the confronta- 
tional approach to Japan, surely, China’s 
still long passage to middle-class prosper- 
ity will become easier. 

Japan still has the upper hand—that is 
the general sentiment of the Japanese pub- 
lic but not for the seemingly obvious reason. 
The Japanese tend to think of economic 
status in per capita rather than gross terms. 
They are concerned about personal pros- 
perity over national wealth. In per capita 
terms, the Japanese are more than 20 times 
richer than the Chinese. The traditional 
equation of national wealth and interna- 
tional power, when thinking about states, 
is a scant notion in the Japanese public 
imagination. Consequently, weak is the de- 
sire for national pride and prestige as de- 
fined by the common manner of statehood. 
In this sense, if China prospers, that poses 
no threat to Japan—China’s gross domestic 
product may approximate that of Japan 
and, in 15 years, China may surpass the U.S. 
in terms of purchasing power parity—so be 
it. (This is the face of Japan the U.S. badly 
misread when, during the 1980s, Ameri- 
cans imagined an economically robust Ja- 
pan translating its wealth into political and 
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military power to challenge American su- 
premacy. It behooves to remember that 
American public opinion polls in the late 
1980s showed Japan to be a greater threat 
than the Soviet Union.) 

In a poll of Japanese public opinion 
which appeared in late May in the Asahi 
Shimbun, more people than not respond- 
ed that Mr. Koizumi is mishandling rela- 
tions with China, and that he should stop 
his visits to Yasukuni Shrine and, some- 
what strangely, that they do not under- 
stand why China is making a fuss over 
Mr. Koizumi’s visits to the shrine. After 
almost 15 years of life in a deflationary 
economy and still no clear end in sight, a 
debilitating experience that has exacted 
certain psychological tolls, most Japa- 
nese are concerned about employment 
and social security, and care little about 
foreign affairs and are indifferent to Chi- 
nese concerns and passions, except for a 
vague wish for friendly relations. Foreign 
policy does not sway Japanese votes. 

The Japanese political class cannot af- 
ford to be as sanguine as the public about 
the rise of China. Whether the rate is un- 
derestimated or overestimated, China is 
rising. And critical to Japanese official 
thinking, the U.S. has made China an issue 
of major concern, by the wealth equals 
power equation, seeing in China a potential 
contender for regional if not global su- 
premacy. While the U.S. gropes for a mo- 
dus vivendi with China, still both 
Washington and Beijing are serious in their 
commitments to go to war over Taiwan—a 
matter of unwavering principle with little 
indication that either has seriously thought 
through the consequences of a Sino-Amer- 


ican war. Japan will most likely be drawn 
into to such a war, if it were to occur, for 
U.S. military planning depends on the use 
of bases in Japan for that emergency. With 
certain aggressiveness that is the mark of 
post-9/11, the U.S. has been pushing Japan 
toward assuming a greater security role— 
including the development of a theater 
missile defense system and expanding col- 
lective security arrangements—in an effort 
to enhance deterrence against any Chinese 
military ambition. 

The Koizumi government, more than 
any previous Japanese administration, has 
been receptive to the idea of Japan reac- 
quiring the use of force as an instrument of 
state policy—though it is not clear how 
much of this is driven by a perception of 
Chinese threat, and how much by the wish 
to maintain security relations with the U.S., 
which is underlined by a marked Japanese 
fear of abandonment. In any case, the U.S. 
is in the process of transforming what had 
been American patronage of Japan to what 
looks more like an alliance. Japanese policy 
toward China cannot be understood with- 
out taking into account the strategic as well 
as the psychological framework outlined by 
the U.S.-Japan security treaty, which un- 
derpins Japan’s statecraft and Japan’s place 
in world politics. 

Japan today is at a major turning point. 
From the end of the 19th century to 1945— 
from the first Sino-Japanese War to the 
second Sino-Japanese War (World War 
ID—Japan played the great power game, 
which ended in utter and devastating fail- 
ure. Since 1945 Japan has willfully played 
second fiddle to the U.S. and realized how 
very comfortable such a station can be. By 
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abrogating external sovereignty—the free- 
dom of international state action—to the 
U.S., Japan with American permission has 
happily pursued the life of “economism.” 
Now, China’s rise is propelling Japan to re- 
consider the nature of its statehood. Is Ja- 
pan willing to play second fiddle to a future 
great power China? The answer today is a 
simple no. 

International politics and strategy 
aside, Chinese growing economic 
strength—if played badly—can lead to the 
reassertion of realist statecraft in Japan 
and Asia as well as globally. In economic 
terms, that means the revival of mercantil- 
ism. The cost of what others perceive to be 
Chinese hegemonic pretension, coupled 
with trade imbalances and the grab for 
fuel and raw materials, could easily alarm 
the world and prompt resentment, leading 
to reciprocal behavior worldwide, damag- 
ing global prosperity. But economically ad- 
vanced Japan is in a position to help ease 
China toward a fuller integration into 
global capitalism. 

War and mercantilism are not inevita- 
ble, of course. Global capitalism powerful- 
ly erodes the realist understanding of 
states and statehood, making borders in- 
creasingly porous and diluting sovereign 
claims. China is in the position to play an 
even greater role in underpinning open 
world trade. And Japan can surely under- 
stand the Chinese quest for world recogni- 
tion and status, for Japan was also there 
until very recently. 

In another place, at another time, West 
Germany made a slew of concessions to 
France. The more powerful country by 
most measures conceded parity to the 





weaker other. West Germany made France 
look and feel bigger than it really was in or- 
der to realize the idea of Europe. While 
concession under pressure is appeasement 
and could send all the wrong signals, there 
is much room for Japan to ponder the pos- 
sibilities of virtuously conceding to China 
a sense of parity for the common good. 


The Okada Vision 
by Colum Murphy 


W 


HEN PRIME MINISTER Junich- 
iro Koizumi speaks, the world 
listens. This is how it should 
be—Mr. Koizumi is, after all, the elected 
voice of the Japanese people. However, it 
goes without saying that there are other 
voices in Japan—even within the govern- 
ing Liberal Democratic Party (LDP) itself— 
that take issue with Mr. Koizumi’s recent 
handling of relations with China, and his 
general lack of foreign-policy finesse. 
One such voice is that of Katsuya Oka- 
da, the 51-year-old leader of the country’s 
largest opposition party, the Democratic 
Party of Japan (DPJ). Mr. Okada asserts 
that Mr. Koizumi’s brand of “chauvinistic 
nationalism” has left Japan’s foreign poli- 
cy in deadlock, and argues that there is a 
better way for Tokyo to conduct itself in 
the international political arena. Not con- 
tent with mere finger pointing, he set out 
to detail his views on foreign policy, cul- 
minating in the release in mid-May of a32- 


=- Mr. Murphy is depu 





L 








Behind Japan’s Foreign Policy 








c 








Ey 


page document, commonly referred to as 
the “Okada Vision.” 

While the document has yet to be en- 
dorsed by his fellow pps members, Mr. Oka- 
da is confident that the ideas contained 
therein will form the backbone of any fu- 
ture ppPJ-led government, assuming his par- 
ty can someday wrestle political control 
from the ruling LDP. Add to that the fact 
that no Japanese opposition party has set 
down its foreign-policy goals in such detail 
to date, and we can begin to recognize the 
significance of Mr. Okada’s efforts. 

Ostensibly, the document encapsulates 
many of the characteristics that seem lack- 
ing in the Koizumi administration’s stance 


on foreign policy, namely: clarity, candid-. 


ness and a sense of realism. But dig a little 
deeper and we find the Vision throws up 
more questions than answers. 

In summary, Mr. Okada calls for the 
following: 

* Developing a peaceful and prosperous 
Asia. Japan should put its wealth and re- 
sources to greater use for the benefit of 
Asia—including supporting the creation of 
an East Asian Community, as well as 


through nation building, human-resource ` 


development and peacekeeping operations, 
Mr. Okada says. He clearly acknowledges 
that Japan can’t achieve such lofty goals 
without first gaining the trust of its Asian 
neighbors—especially China—and that 
means first coming to terms with Japan’s 
past. “[Japan] should acknowledge the past 
mistake of World War II squarely and hum- 
bly in order to obtain the trust of the Asian 
people,” he writes. In order to achieve this, 
Mr. Okada pledges not to visit Yasukuni 
Shrine, if and when he becomes prime min- 
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ister (although Mr. Okada offers no such 
undertaking for other ppy members, prefer- 
ring instead to take a “wait-and-see” ap- 
proach). He also proposes the construction 
of a new national facility “to pay tribute to 
past war victims”; and to strengthen joint 
initiatives between Japan, China and South 
Korea aimed at “achieving a shared percep- 
tion of historical issues.” In the long term, 
Mr. Okada foresees the need to institution- 
alize dialogue with China to further en- 
hance confidence building between the two 
East Asian powers. 

But even here already we can see the 
possibility of the Okada Vision running 
aground. True, many of these sentiments 
should be music to the ears of Beijing, Seoul, 
and even Pyongyang—after all, much of the 
recent ill feeling is a direct result of Japan’s 
perceived inability to apologize for the war. 
Yet taken in tandem with other aspects of 
the Vision—particularly those that call for 
a stronger, more independent Japan, keen 
to dispatch its Self-Defense Forces (SDF) in 
the name of increasing “human security” 
in Asia and the world—and it is easy to see 
how the promise of a more “Asia-friendly” 
Japan begins to lose its appeal. 

% Evolving the U.S.-Japan relationship. 
In parallel to moving closer to Asia, Mr. 
Okada calls for are-examination of Japan’s 
relationship with the U.S.—a relationship 
he says is facing a “critical test.” Mr. Okada 
stresses that under his leadership, Japan 
would only deploy its spf “in principle, 
only under a resolution from the United 
Nations Security Council” (of which Japan 
should be a member, of course). This would 
be in contrast to the war in Iraq, where—in 
the absence of such a resolution—Japan 
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still dispatched its spF to participate in the 
multinational rebuilding effort. Further- 
more, his government would take steps to 
make a “more even-balanced” Japan-U.S. 
alliance whereby both governments would 
respect each other’s ability to make inde- 
pendent decisions. More specifically, that 
would mean a reassessment of U.S. mili- 
tary bases in Japan. “It will be impossible 
to sustain the current condition of U.S. 
bases in Japan, particularly those in Oki- 
nawa, which are the relics of the immedi- 
ate postwar days,” he warns. 

In order to create a more independent 
Japan that is not forced to “blindly follow” 
the U.S., Tokyo will need to upgrade its de- 
fense capabilities. With this in mind, the 
Vision outlines plans to “build up the 
greatest possible capability that it [Japan] 
can single-handedly muster for counter- 
terrorism and territorial defense,” includ- 
ing the possible pursuit of a missile-defense 
program and the building up of Japan’s in- 
telligence-gathering capabilities. 

In addition to being a cause for concern 
for Washington, these sentiments are 
surely perplexing to Japan’s Asian neigh- 
bors, too—the same neighbors Mr. Okada 
aspires to befriend. 

æ Contributing to world peace and stabil- 
ity. Implied throughout the Vision is that a 
stronger Japan, with greater freedom and 
inclination to make its own foreign- and se- 
curity-policy decisions, would naturally 
channel its resources to Asia—and other 
countries in the developing world—in a be- 
nign fashion, to create a positive-sum rela- 
tionship whereby both Japan and the 
recipient country or region would benefit. 
Japan’s official development assistance 
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(ova) would be improved both quantita- 
tively and qualitatively, the Vision states. 
Given the growing apathy toward opa 
among Japanese who question the value of 
such government spending when the coun- 
try continues to be mired in a fiscal crisis, 
it is not surprising that Mr. Okada is reluc- 
tant to put a precise figure on how much 
extra money his government would chan- 
nel into oDA activities. Yet it’s not all about 
money, he says. Under his leadership, Japan 
will change the nature of its overseas assis- 
tance, including greater use of its spF for 
peacebuilding purposes. Mr. Okada clearly 
anticipates the negative reaction increased 
deployment of spF abroad will surely elicit 
from Japan’s Asian neighbors: 

“It will be extremely important to take 
time to explain to neighboring Asian coun- 
tries that this review will by no means 
contradict the constitutional banning of 
overseas military operations...” he writes. 

Whether Mr. Okada can convince Chi- 
na, South Korea and other Asian neighbors 
of Japan’s good intentions remains to be 
seen. However, he will need to work hard 
to convince Washington that his Vision 
will not weaken Japan’s hitherto solid 
partnership with the U.S. But before he 
even has a chance to tackle these issues 
and implement his Vision, Mr. Okada will 
need to convince his compatriots—both 
his fellow party members and the Japa- 
nese voting public—that this is a workable 
blueprint. 

So far the Vision has been met with 
mixed reactions at home. An editorial in the 
Asahi Shimbun largely welcomed the ini- 
tiative, although it did criticize it for not ad- 
dressing key topics such as collective 
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self-defense, a central element in Japan’s 
ongoing constitutional reform debate. Yoi- 
chi Funabashi, a leading columnist on in- 
ternational affairs also with the Asahi 
Shimbun, and one of the external experts 
consulted by Mr. Okada, is—not surprising- 
ly—strongly supportive of the Vision: “I 
think it is a very good paper and a viable 


alternative to [Mr.] Koizumi’s foreign poli- 


cy,” Mr. Funabashi wrote in an email to the 
REVIEW. Similarly, one political analyst at a 
government-affiliated think tank described 
Mr. Okada’s efforts as “commendable.” 
Others are less charitable—with one for- 
eign analyst at another Tokyo policy insti- 
tute saying he immediately mentally filed 
the Vision under “intellectual trash.” 

One thing is for sure, Mr. Okada de- 


serves kudos for sticking his neck out and ` 


formulating and formalizing his foreign 
policy vision for Japan. Ironically, in his 
quest for clarity, he may have muddied the 
waters even more, since he has demon- 
strated that satisfying multiple foreign- 
policy goals simultaneously may prove to 
be difficult, if not impossible, for Japan to 
attain. In itself, the desire to move closer 
to Asia is indeed commendable. Yet when 
taken together with Japan’s wish to assert 
greater security independence from the 
U.S.—which can only result in the need to 
create a militarily stronger Japan—then 
the Vision begins to unravel. If a more 
muscular Japan were to emerge, then no 
amount of oDA or pledges not to visit Yasu- 
kuni Shrine would be sufficient to allay its 
neighbors’ fears of a return of Japanese 
militarism. W 
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Turning the Tide 
On AIDS in Asia 


by Peter Piot 


—_Ee Oy 


O OFTEN WHEN we talk 
about AIDs, we refer to 
what the U.S. govern- 
ment calls “next wave” 
states. Some are coun- 
tries with low prevalence rates but large 
populations such as China or India. If an 
epidemic were to take off in one ofthese 
countries, it would have a tremendous de- 
stabilizing effect—damaging development, 
economic growth, exacting a human toll 
on all parts of society in the region. 

For several years now we have been 





sounding the warning of this oncoming 
threat and fearing the worst. Today that 
fear is tinged with hope. Having just come 
from Yunnan province in China where in- 
jecting drug use is one of the primary driv- 
ers of HIV infection—I am seeing the 
formation of complex solutions to complex 
problems. The governor is leading the 
charge with comprehensive prevention ef- 
forts targeted at high-risk populations in 
a province of 44 million people. He is mo- 


bilizing all sectors to implement these 
strategies and recognizes this is a critical 
moment, There is an opportunity to get it 
right and let the wave pass by. Or get it 
wrong and watch it wreak havoc. 

Of course some countries have strug- 
gled with the virus for decades. Thailand 
and Cambodia have managed to curtail 
and begin to reverse the epidemic. Now 
the hard work of long-term planning be- 
gins. India’s creation of a national AIDS 
council, which the prime minister himself 
chairs, and Vietnam’s recent elaboration 
of a national aps strategy also are posi- 
tive examples. 

Some of these same countries, including 
India, China and Thailand, fund their own 
national arns budgets, thus insuring lead- 


os Mr. Piot is the executive director of the Joint 
United Nations Programme on HIV/AIDS (UN- 
AIDS) and undersecretary-general of the United 
Nations. The Seventh International Congress on 
Alps in Asia and the Pacific will take place in 
Kobe, Japan, from July 1-5, 2005. 
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ership is vested in delivering on outcomes. 

The United Nations is keeping AIDS a 
high priority, too. Because of the excep- 
tionalism of Arps an effective response 
will be crucial to meeting any of the Mil- 
lennium Development Goals. Toward that 
end, the Joint U.N. Programme on HIv/ 
AIDS , will co-sponsor the Seventh Inter- 
national Congress on AIDS in Asia and the 
Pacific in Kobe, Japan. Hundreds of policy 
makers, scientists and members of NGOs 
from 50 countries will share and debate 
strategies for getting and staying ahead of 
the arps epidemic. 

I urge political and business leaders to 
pay attention. While we must give credit 
where credit is due—we have not yet 
turned the tide. The current economic 
losses are significant. Last year alone, ATDS 
killed more than half a million of the re- 
gion’s inhabitants, many of them skilled 
workers in the prime of their productive 
lives. 

In South and Southeast Asia, targeted 
HIV prevention programs reach only 19% 
of sex workers, 6% of injecting drug users 
and no more than 2% of men who have sex 
with men. Similarly, only 8% of risky sex- 
ual acts involve use of a condom. In South- 
east Asia, no more than 6% of people who 
need antiretroviral therapies have access 
to them. Throughout Asia and the Pacific, 
a minimal number of people have been 
tested for HIV. 

Papua New Guinea is facing a major cri- 
sis with prevalence rates continuing to 
climb. Equally troubling are the signs of 
complacency. The reduction of prevention 
efforts in Thailand could reverse one of the 
world’s greatest AIDs successes. The Philip- 





pines’ aps budget has fallen sharply since 
1998, And the stigma of Arps continues to 
discourage people from coming forward to 
receive treatment and counseling about 
how to prevent HIv from spreading. 

Asia and the Pacific is fortunate in that 
more than 99% of its people remain unin- 
fected. A comprehensive response is a 
good investment for both the region and 
its economic partners. 

There’s no one-size-fits-all strategy for 
aso large and diverse a region. However, 
there are many basic and well-established 
principles for success, including leader- 
ship at the highest political and social lev- 
els, community mobilization, female 
empowerment, education and, most im- 
portant, universal access to prevention 
and treatment. 

Sixty years ago, the economy of Asia 
and the Pacific was a war-exhausted sham- 
bles. Today it’s a juggernaut. It grew 7.2% 
last year, its best performance since 2000, 
according to the United Nations Econom- 
ic and Social Commission for Asia and the 
Pacific. It’s predicted to grow another 
6.2% this year. It needs the high growth to 
increase the living standards of its 3 billion 
inhabitants, many of whom are among the 
world’s poorest. 

But there’s nothing inevitable about it. 
Any number of contingencies could knock 
the big wagon off of its wheels—including 
AIDS. We’ve known for a long time that HIV 
and alps aren’t things that must be. Rath- 
er, they’re things that may be. Either we 
ignore the problem or pay lip service to it, 
or we address it as the societal and exis- 
tential threat that it is. Echoing the highest 
leadership in China, the arps epidemic has 
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reached a new and critical phase and so 
must the response. We will need bold pol- 
icies that bridge the perception gap be- 
tween social welfare and public security. 
In truth, there is no contradiction between 
making a society more secure and protect- 
ing it from a deadly microbe. Both are dif- 
ficult problems that countries must solve 
for the public good. For example, by scien- 
tifically addressing the serious HIV conse- 
quences of injecting drug use with 
evidence-based methods, countries may 
also be able to reduce, rationalize or redi- 
rect their expenditures on security. 

There’s growing emerging leadership in 
Asia on AIDS issues. The partnership be- 
tween the Thai Business Coalition and Thai 
government is an early example. I see four 
key milestones that can only happen if the 
private and public sectors join together. 

æ We must ensure that Arps receives the 
same level of attention and concern by the 
world’s leaders as they give to global secu- 
rity. In every key policy-making body, the 
AIDS epidemic needs to be taken up as reg- 
ularly and with as much scrutiny as the 
most urgent security threats and crises 
are. 

æ We cannot rest until we have ensured 
universal access to both hiv prevention and 
HIV treatment. This needs to be the world’s 
most urgent goal. It is our only hope to en- 
sure that today’s children can grow up in 
a world free of AIDS. 


æ We must make the money work. We 
have moved from millions to billions of dol- 
lars and we must ensure that money reach- 
es people on the ground, who need it most. 
Only by breaking down barriers and work- 
ing in a coordinated manner will we reach 
the most vulnerable and make a difference. 
That means all actors working from one na- 
tional plan, with one national coordinating 
and one monitoring and evaluation sys- 
tem—what we call the Three Ones. 

æ AIDS will not be not be eradicated in the 
foreseeable future. And just as businesses 
rely on long-term forecasts and analysis— 
we too must fully incorporate a long-term 
horizon into planning for the Arps response. 
From research and development of a safe 
and effective microbicide, that can be con- 
trolled by women and an HIV vaccine, to en- 
suring access and delivery systems and 
infrastructures are in place for current an- 
tiretroviral therapies and new technologies 
when they become available. 

Ten centuries ago, King Canute went 
down to the sea with his court to com- 
mand the waves to halt. The waves kept on 
breaking. But an arps-induced wave is 
something altogether different. Deter- 
mined leaders who carry out right policies, 
marshal adequate resources and ally with 
businesses, civil society, governments and 
international organizations, could have 
tremendous impact. They could, in a sense, 
halt the waves. ml 
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Before IPOs, Fixes 
For China’s Banks 


by Javed Hamid 





HE CHINESE GOVERN- 
MENT is putting great 
emphasis on listing its 
large state-owned banks 
as a strategy for improv- 
ing their performance. But Beijing would 
be well advised to press the banks to im- 
prove their governance as a means of ef- 
fectively attracting outside capital. After 
all, who wants to put money in a bank per- 





ceived as lacking transparency or account- 
ability? What if shareholders feel that bank 
managers don’t know who they work for? 
These are issues of trust. And trust is what 
a sound financial system is built on. 

The weaknesses of China’s banks, such 
as poor credit analysis, risk management 
and internal controls, are well known. 
Moreover, these problems are symptomat- 
ic of a larger, chronic problem of poor gov- 
ernance—the structures and processes that 
define how a company is directed. 

The stakes are high for getting corpo- 
rate governance reform right. This could be 


amake or break issue in China’s rise to eco- 
nomic prominence. Whether the economy 
will continue its phenomenal growth will 
depend on improving practices in Chinese 
banks, because continued economic expan- 
sion hinges on the health of the financial 
system. Economic and social stability are 
largely dependent on whether Chinese de- 
positors will keep their trust in banks and 
whether Chinese banks begin channeling 
these deposits to efficient companies. 

The good news is that we are beginning 
to see real commitment to improved prac- 
tices at one institution after another. Take 
for example the Bank of Shanghai. About 
10 years ago, the International Finance 
Corporation offered the bank a small 
amount of technical assistance in areas in- 
cluding risk management and human re- 
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sources. Bank of Shanghai wanted to go 
further. They asked, “How can we learn 
about international standards?” So six 
years ago, IFC entered a more substantial 
relationship to help the Bank of Shanghai 
achieve these far-reaching changes. 

We explained that we could only invest 
in a bank that produced accounts according 
to international accounting standards. This 
was a big step for a Chinese bank, but Bank 
of Shanghai took it. We also encouraged a 
more significant role for the board of direc- 
tors in setting the strategy for the bank. 
Bank of Shanghai’s board—which had tak- 
enon an IFC-nominated director—began to 
play a more important role. It determined 
that managers needed to be motivated dif- 
ferently. The bank introduced a new perfor- 
mance-based compensation system for the 
president and top management. 

These changes were not easy. People 
had to be judged on different criteria. The 

business culture had to change. The result 
" may not be perfect, but it is a process. The 
Bank of Shanghai has made progress be- 
cause its management recognized the long- 
term competitive value in doing so. 

The changes that seemed far-reaching 
just six years ago have become standard for 
Chinese banks that are trying to attract 
new investors and bring in new ideas. To- 
day, more bank managers understand that 
this effort cam make them stronger and 
more competitive. Since our first banking 
investment in Bank of Shanghai, irc has 
taken equity stakes in five other Chinese 
banks: Bank of Beijing, Industrial Bank, 
Minsheng Bank, Nanjing City Commercial 
Bank and Xi’an City Commercial Bank. 

IFC has learned a great deal by working 





with Chinese banks and in trying to help 
them strive for better practices. Through 
this experience, we have gleaned several 
proposals for how the government and 
banks can maintain the reform momen- 
tum through improved corporate gover- 
nance practices: 

*® Boards of directors should become 
more engaged in the selection of top man- 
agement at Chinese banks. These positions 
should be filled by a transparent process 
where the board makes the final decision 
so that the most qualified candidates are 
chosen. Today, senior bank managers are 
appointed by the government and seem to 
serve a government function as well acting 
in their management role or as the chair- 
man of the board of directors. They are of- 
ten placed at institutions without a process 
of consultation with the board of direc- 
tors, and therefore may not become sensi- 
tive to the full range of shareholder issues. 
They will better understand all sharehold- 
ers goals if they take part in a bona fide se- 
lection process. 

Where the government is the largest 
shareholder in a bank, there is no question 
that it should drive the selection of the 
chairman and top management. In the ini- 
tial phase of investments into the banking 
sector in which rfc has taken part, our ex- 
perience has been that the interests of ex- 
isting majority shareholders and the new 
investors have largely been very similar. 

But the process is changing. Banks are 
bringing in a wider range of outside share- 
holders and subjecting themselves further 
to market forces that require new skills 
from top executives. In this changing en- 
vironment, the boards should take an ac- 
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tive part in the executive selection process. 
For example, a selection committee should 
be established and the directors should 
have an opportunity to interview candi- 
dates before being asked to vote on them. 

Without involvement in this key pro- 
cess, minority shareholders may be un- 
willing to make strategic investments or 
buy shares at Iro. To manage risks in the 
industry going forward, banks will require 
very skilled management. Chinese banks 
are thinly capitalized and are expanding 
their loan books by up to 70% annually. 
Their risk management and internal con- 
trols are still evolving. 

Moreover, the current lending boom is 
taking place in an environment where prop- 
erty prices are overheated and banks are 
not yet adequately evaluating pricing and 
monitoring the risks. So expansion is right- 
ly fuelling new concerns that lending qual- 
ity may be deteriorating. China cannot 
afford a new nonperforming loan crisis 
equivalent to the historical burden that it is 
still working to resolve. 

The new generation of bankers needs to 
better understand the risk-reward profile. 
Given years of unparalleled growth, there is 
little experience of economic downturns 
and their impact on collateral values, de- 
fault rates and erosion of capital. Boards 
need to continually attract managers who 
can address these issues. 

* Good corporate governance is most ef- 
fective when boards establish proper incen- 
tives to support the bank’s overall strategy. 
Many boards, especially those at banks that 
are taking on new investors, recognize the 
need to add quality assets to strengthen 
profitability during growth periods, and to 
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establish a strong capital base. 

To accomplish this, Chinese banks must 
align the incentives of top executives and 
managers to meet these goals, It is up to the 
board of directors to set the tone for how 
managers do their jobs. Their strategy 
should be driven in different areas by board 
committees, which require managers to put 
good systems in place. With the right incen- 
tives, managers will build and acquire more 
quickly the skills needed in the critical areas 
of credit analysis, risk management and 
other core banking functions. 

We saw this process work at Bank of 
Shanghai. Every bank in China is growing 
at a frantic pace. But Bank of Shanghai 
wanted to also strengthen its foundation. 
So the board created a scheme that set pro- 
gram targets for managers on capital ade- 
quacy, asset quality and profitability. It tied 
compensation to achieving those targets. 
Top management responded enthusiasti- 
cally to the incentives. They expanded their 
focus from growth to credit quality, effi- 
ciency and capital adequacy. As a result the 
Bank of Shanghai is now a stronger and bet- 
ter managed bank. 

æ Boards must align their development 
strategies for banks with their efforts to 
bring in outside investors. Many banks plan 
to leverage strategic investments from in- 
ternational banks into technology and 
knowledge transfers. Boards need to ask 
themselves whether their current gover- 
nance system supports this. 

There are a couple of components to 
the best practice model that has emerged 
from a variety of investment models we 
have observed, First, the strategic partner 
is increasingly engaged in the board and 
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the operations of the bank. Second, the 
partner has developed a good working re- 
lationship with bank management and is 
willing to share technology and transfer 
skills. This happens best when there is 
good governance and rights of minority 
shareholders are protected. The incentive 
for strategic partners to share knowledge 
is enhanced if regulations allow them to 
increase their shareholding in the future. 

# Regulation must continue to play a 
crucial role in supporting good corporate 
governance practices. I have suggested here 
that competition and other market forces 
build a strong business case for banks to im- 
prove their practices beyond regulatory re- 
quirements. But regulation is also important 
in setting the right tone for the market. The 
China Banking Regulatory Commission 
(cBRc) has been sending clear signals about 
the importance of good practices. 

We are already seeing how measures to 
improve corporate governance in banks 
are exposing shortcomings. I don’t need to 
recount the headlines here. Not surpris- 
ingly the well publicized cases have been 
revealed as the banks began improving 
their auditing practices. The silver lining 
for the banking system is that transpar- 
ency, disclosure and regulatory pressure 
are helping identify problems that urgent- 
ly need to be addressed and resolved. 

The list of recent reforms is impressive: 
adopting provisioning and capital adequacy 
rules with international standards; remov- 
ing the interest rate band; recapitalizing 
, banks; introducing administrative controls 
to reduce lending to overheated sectors; 
and preparing several banks for listing. 

The good news for the system is that 


the cerc is pushing for improved account- 
ability and other measures to further 
strengthen the sector. In March, the CBRC 
issued a new circular intended to introduce 
accountability and an incentive system to 
reduce poor oversight and malpractice. 
The circular includes rules on operating 
risks and the audit function, and is abso- 
lutely critical to the foundation of good 
governance. The commission also has been 
pushing for more and better qualified in- 
dependent directors, As a result, account- 
ability will become the industry norm. 
The message is clear: The quality and 
effectiveness of a bank’s board and man- 
agement are the long-term solutions to the 
problems that ail Chinese banks. Good gov- 
ernance plays a role in ensuring effective 
credit controls and risk management and 
protects not only shareholders but deposi- 
tors, who entrust their savings to the banks. 
The new practices are about changing the 
way things are done. They are about inter- 
nationalizing the business of banking in 
China—and using good corporate gover- 
nance practices to achieve that goal. 
Strategic investors and the expertise 
tied to it have a role, but Chinese profes- 
sionals will be the foundation and driver 
of change for the banking industry. The 
challenges are enormous, The banking 
sector needs more professional directors, 
more skilled managers, more people who 
can support competitive Chinese banks. 
Effective and responsible boards; good in- 
centives; independent auditing; innovative 
and proactive regulators; committed pro- 
fessionals—these are the building blocks ` 
for the bridge that will lead China’s banks 
into the future. 
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Asia’s Looming 
Biotech Food Fight 


by John Hepburn 





OR OVER FOUR millen- 
nia, alchemists have 
sought to transform or- 
dinary metals into gold. 
Today, it seems that a 
new alchemy has finally arrived to make 
our wildest dreams come true—genetic en- 





gineering is set to solve the problems of our 
age, with a long line of promises that range 
from the utopian to the truly bizarre. 
Drought tolerant, pest resistant, crops 
that are rich in omega-3 essential fatty ac- 
ids, will help the rich lose weight and help 
the poor overcome malnutrition. Re- 
searchers in Japan are reportedly develop- 
ing asoy bean that includes an antihair- loss 
gene. Apparently, the addition of human 
genes to rice makes it resistant to 13 differ- 
ent varieties of herbicide. Miracle solu- 
tions abound. But how real are the 
promises and what are the risks? And how 
are the benefits and risks of this technol- 
ogy shared by the wider community? 
With entrenched positions on either 





side of the Atlantic Ocean, centre stage of 
the genetically engineered (GE) food debate 
is shifting to Asia, where most countries are 
developing GE varieties of crops ranging 
from rice to papaya, corn and potato. Among 
the myriad of research trials, the proposed 
introduction of GE rice in China is the key 
threshold issue. Rice is the world’s most im- 
portant staple food crop and forms the basis 
of the diet in many countries. Up until now, 
no country has ever allowed their major 
staple food crop to be genetically engi- 
neered on a wide scale. 

Corn, soy beans, canola and cotton make 
up the bulk of GE crops and are used mostly 
in animal feed. A smaller proportion goes 
into highly processed foods. Even the U.S.— 
where the growing of GE foods is wide- 
spread—has so far stopped short of 
introducing GE rice, even though regulatory 
approvals have been granted. 
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Proponents of GE crops are hoping that 
China will soon adopt cE rice, giving a 
green light to other Asian countries, and 
providing the silver bullet that overcomes 
global opposition to GE foods. However, to 
date Chinese officials have been circum- 
spect about the applications while they 
consider the health and environmental 
risks, as well as market implications. The 
Chinese government is well aware that 
should it approve GE rice, it will be enter- 
ing unknown territory in terms of expos- 
ing its population to the risks inherent in 
GE technology. 

So why all the fuss? There are funda- 
mental objections to the release of GE or- 
ganisms into the environment and food 
chain, based on environmental and health 
risks. Many consumers simply don’t like 
the idea of scientists.and chemical compa- 
nies mucking around with their food, oth- 
ers have ethical or religious objections. 
Farmers are concerned about patent issues 
and the increasing corporate control over 
seeds and farming. And a large number of 
food companies have decided that the risk 
of consumer rejection of their products 
outweighs any potential benefits of GE 
foods and have joined the anti-GE camp. 

There are many interesting and impor- 
tant developments in molecular biology 
that may help to improve the way we un- 
derstand and interact with our environ- 
ment—including many applications of 
agricultural biotechnology that hold real 
promise. However GE is only one specific 
application that results from this wider 
field of scientific inquiry. It is a crude tech- 
nology, based on outdated science and car- 
ries with it environmental and health risks 


that are inherent in the GE process. As Bar- 
ry Commoner, senior scientist at City Uni- 
versity of New York said in his essay 
“Unraveling the DNA Myth”: 


[T]he [genetic engineering] industry is 
based on science that is 40 years old 
and conveniently devoid of more recent 
results, which show that there are 
strong reasons to fear the potential 
consequences of transferring a DNA 
gene between species. What the public 
fears is not the experimental science 
but the fundamentally irrational deci- 
sion to let it out of the laboratory into 
the real world before we truly under- 
stand it. 


Claims are regularly made about the 
safety of GE foods but these are more often 
made by plant breeders than by public 
health experts. The notion that “people 
have been eating GE foods for years and no- 
body has got sick” is utter nonsense as any- 
one who knows the first thing about public 
health will know. There is no monitoring 
system in place to identify any negative 
health impacts of GE foods anywhere in 
the world, and any unexpected effects are 
likely to be subtle and long term. Put sim- 
ply, if you don’t look for problems you will 
be unlikely to find them. The British Med- 
ical Association recently observed that 
“the few robust studies that have looked 
for health effects have been short term and 
specific. There is a lack of evidence-based 
research with regard to medium- and 
long-term effects on health.” 

If recent understandings of biological 
complexity and genetics were applied, GE 
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crops would be discarded to the dustbin of 
history. The problem is that there has been 
such a large financiál, intellectual and 
emotional investment in GE that the nor- 
mal scientific process has been suspended 
and many institutions have locked them- 
selves in to pushing this outdated technol- 
ogy at the expense of investing in other 
less risky, and perhaps more promising ar- 
eas of research. 

Part of the mythology of GE crops is 
that they are needed to feed a growing 
population and solve problems of malnu- 
trition. This no doubt provides a strong 
motivation for well meaning scientists, but 
in the realpolitik of the global biotechnol- 
ogy industry, this is little more than a cyn- 
ical public-relations ploy. 

The experience with the world’s most 
widely grown GE crop, showed that despite 


claims of increased yield, roundup-ready - 


soy yields around 5% less than convention- 
al soy. This data is rarely publicized and 
claims of increased yield continue despite 
evidence to the contrary. 


The assumption that GE crops will feed - 


the world is even more ill founded. People 
don’t starve because there isn’t enough 
food, but because they are poor and are de- 
nied access to food. In 2001, the Indian gov- 
ernment was sued after allowing grain to 
rot in government granaries while innu- 
merable starvation deaths were reported 
throughout the country. Many countries in 
Europe pay their farmers not to grow food. 
While in other countries, produce is rou- 
tinely destroyed due to market failures. 
But rather than addressing the causes 
of malnutrition and hunger, scientists are 
inventing more far-fetched, high-tech so- 


lutions to reinforce and extend a food sys- 
tem that is fundamentally designed to 
make profits for agribusiness rather than 
to feed people. 

The other tangible argument in favor of 
GE crops is the notion that they will reduce 
pesticide use. However there are other, less 
risky ways to achieve this result. Farmer 
education and integrated pest management 
are obvious starting points. 

The push to introduce GE rice in China 
and Asia seems to be driven more by the 
needs of the industry than by any real 
analysis of the problems. For example, the 
variety of GE rice that is first in line for ap- 
proval is bacterial blight ŒB) resistant rice. 
Yet in China, B8 affects only 1% to 2% of 
the total rice crop and the Ministry of Ag- 
riculture has not conducted any national 
BB infection forecast in the past two years 
since the disease is no longer considered 
to be aserious problem. In any case, there 
are several other promising solutions to BB 
available, including the use of other non- 
breeding methods such as crop rotation 
and increasing crop biodiversity. 

While the regulators evaluate the risks 
of GE rice, Chinese scientists appear to 
have been taking the issue into their own 
hands. A number of research trials have 
been taking place over recent years and 
new evidence suggests that some of these 
trials may have spread out of control. 

In April, Greenpeace found GE rice avail- 
able for sale in the markets in the Chinese 
province of Hubei, and more recently in 
Guangzhou. The rice in Hubei was labeled 
as “pest resistant” rice and testing by inter- 
national laboratory Genescan confirmed 
that the rice was in fact GElrice. Based on 
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interviews with farmers and around 20 
positive tests from numerous sources, 
Greenpeace estimates that between 950 
and 1,200 tons of GE rice entered the food 
chain or rice market after last year’s har- 
. vest. This year, it is estimated that up to 
13,500 tons may enter the market unless ur- 
gent action is taken. 

While the Chinese government is con- 


ducting investigations into the problem, a 


number of other countries have begun 


probes to ensure that imports of Chinese . 


rice have not been inadvertently contami- 
nated. Japan has a zero tolerance for un- 
authorized GE organisms and according to 
the Ministry of Health, Labor and Wel- 
fare’s website, Japanese authorities will 
begin testing Chinese rice imports. South 
Korea is also looking into the possible con- 
tamination of rice imports, 

The push to introduce GE crops in Asia 
is likely to increase in the future—and the 
pressure on governments to protect farm- 
ers and consumers and their national bio- 
safety will also mount. In many ways, Asia 
is becoming the meat in the biotech sand- 
wich, with a small number of transnational 
agrichemical companies aggressively push- 
ing their products in order to break the 
trans-Atlantic political nexus. 

Many industry proponents seem to hold 
the arrogant and patronizing view that Eu- 
ropeans are the only people who are con- 
cerned about the negative impacts of GE 
crops, and that this is due to some sort of 
inexplicable, cultural perversion. There 
seems to be a view that Asian consumers 
will somehow placidly accept whatever is 
given to them by the West. The reality is 
far different as recent consumer polls in 


Asia testify. A consumer survey in March 
of this year showed that awareness and 
concern about GE among Chinese consum- 
ers is steadily increasing. According to the 
survey, conducted by an international mar- 
ket research company at the request of 
Greenpeace, 73% of respondents said they 
would choose non-GE rice over GE rice. 

Testing of products on Chinese super- 
market shelves earlier this year found that 
several international brands that have GE 
-free policies in Europe, are using unla- 
belled GE ingredients in China—a clear 
case of double standards. This revelation 
led to a consumer outcry and resulted in 
several supermarket chains removing the 
GE products from shelves. 

It is becoming increasingly clear that 
the biotech industry is not going to be able 
to use Asia as a dumping ground. Consum- 
er and farmer rejection of GE crops is on 
the increase, and a number of countries 
are implementing cE labeling laws that 
will give the public a right to know and a 
right to choose what they eat. The intro- 
duction of such laws has been opposed by 
the U.S. government, and by the industry 
players who have engaged in an aggressive 
strategy of market bullying and an almost 
conscious strategy of contamination. Their 
intentions are expressed most eloquently 
by Dale Adolphe, ex-president of the Cano- 
la Council of Canada and advocate of GE 
crops: “The total acreage devoted to ge- 
netically modified crops around the world 
is expanding. That may be what eventu- 
ally brings the debate to an end. It’s a hell 
of a thing to say that the way we win is 
don’t give the consumer a choice, but that 
might be it.” Fi 
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How the Market 
Can Save the Tiger 


by Barun Mitra 





HE WORLD’S EFFORTS 
to save the tiger are on 
the verge of failure. 
Thirty years after the 
launch of “Project Ti- 
ger,” the most high-profile conservation 
program in the world, barely 5,000 to 
6,000 of the animals are left in the wild. 
About half the wild tigers are in India, 
but in one designated tiger reserve, Saris- 
ka, not a single animal has been sighted in 
the past year. Meanwhile, in February the 
government confiscated a record haul of 
leopard and tiger skin from smugglers. 
New Delhi recently acknowledged that 
wildlife and endangered species are being 
trafficked through Nepal and Tibet to Chi- 
na, and through Burma to lucrative mar- 
kets elsewhere in East Asia. Prime 
Minister Manmohan Singh described the 
situation as a national crisis and paid a vis- 
it to the famous Ranthambore tiger re- 
serve in Rajasthan province. 
The tragedy is that this outcome is ac- 


tually the result of misguided conservation 
efforts. A paradox is at work here: The ti- 
ger, the king of the jungle and an immense- 
ly valuable animal, has been turned into an 
unwanted pauper by a prohibition on the 
sale of tiger products. The rural popula- 
tion, deriving no benefit from proximity to 
the big cats, thinks of the tiger as mere ver- 
min. After all, at least 300 rural people in 
India alone lose their lives annually due to 
attacks by wild animals like the tiger, leop- 
ard and the elephant. Moreover, these wild 
carnivores carry away countless domestic 
animals into the forest. Illegal hunters and 
poachers take advantage of this conflict be- 
tween local populations and conservation 
in order to operate freely. 

According to a recent official report, 
112 tigers were killed by poachers between 
1999 and 2003. Environmentalists claim 
that the figure is many times that. During 
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this period over 411 cases were filed re- 
garding the death of tigers and seizure of 
. tiger-related products. Yet not one of these 
cases secured a conviction. 

As aresult, poachers are confident that 
if they can supply tiger products to the in- 
ternational smugglers, they will make a 
killing. A dead tiger can fetch as much as 
$40,000 for its various body parts in the 
retail markets of East Asia. But the poach- 
er in India may secure the cooperation of 
villagers in tracking down a tiger by offer- 
ing as little as $25 to $50. 

The tiger has, lost because of the con- 
flict between conservation and the needs 
of the rural population. But there need be 
no such conflict. Commercial utilization of 
forest resources, including the tiger, could 
greatly benefit local people, and provide 
them an incentive to protect and preserve 
their resource base. 

But for this to happen, it is necessary to 
break the environmental theology that ar- 
gues commerce and conservation cannot 
go together. Indeed, it is successful com- 
merce alone that can make conservation 
viable. If we truly value the tiger, then this 
crisis provides an opportunity to look for 
new solutions. Given the chance, the tiger 
can earn its way out of trouble. 

The tiger breeds very easily, even in cap- 
tivity. Zoos in India are constantly advised 
not to breed tigers because, being large car- 
nivorous animals, they are expensive to 
maintain. In 2000, in a span of a week, 13 
tigers died in the Nandankanan Zoo in the 
eastern state of Orissa, because uncon- 
trolled breeding led to overpopulation. The 
meat supplied to feed these animals was 
said to be contaminated. But what zoos 


can’t afford, commerce can provide. 

It is time to permit the creation of farms 
to breed tigers and sell the products made 
from them. The tiger, which is at the top of 
the food chain in its ecosystem, would also 
be at the top of the economic ladder be- 
cause of its market value. There is demand 
for virtually every part of the tiger. 

Farming and ranching can go along way 
toward ensuring a plentiful supply of wild- 
life products, thus removing the incentive 
from poachers who kill tigers and other an- 
imals in the wild. Such steps will help in 
taking the pressure off the wild tigers. 

Growing populations and prosperity in 
Asia, along with increasing popularity of 
traditional eastern medicines, mean that 
there is a huge latent demand for tiger 
parts, ensuring the economic viability of 
tiger farms. Rather than looking at this as 
a problem, consider how this demand 
might be exploited to provide funds for ti- 
ger breeding. 

From the tip of the nose to end of the 
tail, almost every part of the tiger seems to 
find a place in the traditional Chinese and 
Eastern medicines: tiger claws as a cure 
for insomnia; tiger teeth to treat fever; ti- 
ger brains, mixed with oil and rubbed over 
the body to cure laziness and acne; tiger 
eyeballs to treat epilepsy and malaria; ti- 
ger whiskers to give the user courage and 
prevent toothache; tiger tail to treat skin 
diseases; and even tiger penis to boost vi- 
rility. In addition to these supposed me- 
dicinal uses, there is also a huge demand 
for tiger skin and claw products for orna- 
mental purposes. 

Tiger farming might even dovetail very 
well with deer or crocodile farms, which 
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could supply low-cost meat to the carni- 
vores, lowering the production costs. By 
allowing such integrated farming of high- 

. value products from extremely remote ru- 
ral settings, the economy of many of these 
communities could be transformed and 
the pressure on the natural environment 
of the forests would greatly diminish. 

Creating tiger farms would dramati- 
cally change the future for the tiger, as 
well as for the people who actually live 
near tiger habitats. The pressure on wild 
tigers would go down, attracting ever 
more tourists to visit sanctuaries to see 
this majestic animal in its natural setting. 
The new supply would lower the price of 
dead tigers and reduce the incentive for 
smugglers to kill wild tigers. Meanwhile, 
scientists and wildlife managers would 
have an opportunity to improve their 
breeding, management and rehabilitation 
programs to reintroduce tigers from the 
farms to the wild. 

Since tiger farms would have tó be lo- 
cated close to natural habitats, rural pop- 
ulations would find a very lucrative 
economic opportunity. Integrating local 
populations with the economics of envi- 
ronment will change the incentive struc- 
ture. Villagers, who are often enticed by 
smugglers to kill a wild tiger for a few dol- 
lars, would then defend their new envi- 
ronmental assets, because a live tiger 
would be more profitable to them than a 
dead one. 

Formal trade and marketing channels 
would develop for both consumptive and 
nonconsumptive uses of tiger. Consequent- 
ly, investment will be forthcoming to de- 
velop better husbandry practices. Direct 





investment in wildlife and forest resources 
would also spin off an enormous secondary 
chain of economic activities in tourism, 
transportation, hotels, marketing, etc. 

There is good precedent for predicting 
such a huge recovery. By the turn of the 
last century, America’s bison population 
had dwindled to a few hundred. But in the 
past 50 years ranching has restored the 
herds to over half a million today. The 
turnaround is so dramatic that today the 
ranchers must actively market bison prod- 
ucts and meat so that the animals can earn 
their keep. 

On the other hand, some years ago 
there was aserious attempt to help the sea 
turtle ride the commercial wave in the Ca- 
ribbean. Unfortunately, environmentalists 
killed the venture in its infancy. And so the 
turtles remain under constant threat of 
extinction, while the environmentalists 
bask in the glory. It would be a tragedy if 
the tiger shared this fate. 

The government has proposed a new 
law that seeks to grant land rights to trib- 
al families in rural and forested areas. The 
aim is to give the communities that live 
near and within forest areas a limited 
stake in the resources around them. While 
this bill has many problems, the fact that 
it seeks to recognize rights of the forest 
dwellers is an indication of the new think- 
ing in the present administration. 

But the bill does not go far enough in 
granting clear property rights to each of 
the nuclear tribal families. Ironically, it 
seeks to tie the family to subsistence living 
by grossly restricting land and resource 
use, even in the midst of such rich natural 
and renewable resources. And many of the 
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environmentalists and self-proclaimed an- 
imal lovers are against this law altogether. 
They describe this as the beginning of 
privatization of environmental resources. 

Nothing would help the tiger, and the 
forest resources more, than if forest dwell- 
ers were given a stake in the resources in 
their vicinity and an opportunity to invest 
in these resources in order to make a prof- 
it. By creating a legal framework for the 
local people to harness their renewable en- 
vironmental resources in an economic 
manner, it would be possible to resolve the 
conflict between the people and these re- 
sources. They will have the incentive to 
optimize the use of these renewable re- 
sources. It is mostly forgotten that forest 
and wildlife, including tigers, are renew- 
able resources! 

A growing tiger population in the wild 
would further boost the rural economy, by 
opening up more revenue sources for con- 
sumptive and nonconsumptive uses. Tour- 
ists and professional photographers would 
happily provide the demand for the non- 
consumptive uses. Meanwhile, trophy 
hunters would be willing to pay many 
times more for the experience of tracking 
and hunting the tigers released into the 


wild. For instance, in South Africa trophy 
hunters pay $30,000 to $40,000 for the ex- 
perience of shooting a wild elephant or a 
rhino. 

In short, market economics greatly fa- 
vor the tiger. The question.is whether the 
environmentalists are really keen to save 
the tiger, or are more interested in expand- 
ing their own empire. It is possible to re- 
turn the king of the forests to his rightful 
place and secure his kingdom. Peace and 
prosperity will reign as the forest tribes 
and the tigers establish a mutually benefi- 
cial relationship. 

In a competitive market economy with 
respect for property rights, every demand 
is an opportunity for investors to improve 
supply. Millions of dollars have been spent 
to protect the tiger from poachers. The re- 
sult is there for all to see. The environ- 
mental bureaucracy has expanded, 
budgets have grown, conservationists 
have proliferated, conferences to discuss 
strategies to protect the endangered spe- 
cies have become commonplace, yet the 
tiger remains close to extinction. Prohibi- 
tion has manifestly failed and it’s time to 
recognize that only a market-based ap- 
proach can save the tiger. im 
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Suppressing Taiwan 
Independence 


by Yan Xuetong 





IEN CHAN AND Soong 
Chu-yu’s visits to the 
mainland clearly ex- 
pressed opposition to 
“Taiwan independence,” 
and conveyed the mainland’s sincerity in 
maintaining the stability of Taiwan Strait 
and fostering links between both sides. To 
a certain extent they intensified the sup- 
pression of Taiwan independence forces 
on the island. But looking at the changes 
in Taiwan’s political situation following 
Messrs. Lien and Soong’s mainland trips, 
we still cannot relax our vigilance about 





the danger of “Taiwan independence,” and 
should not be overly optimistic about the 
future development of the mainland-Tai- 
wan relationship. 

On May 14, Taiwan held a “one-off Na- 
tional Assembly” election. The results 
showed that the Democratic Progressive 
Party emerged as the biggest party by win- 
ning 42.52% of the seats, 3.6 percentage 
points higher than Kuomintang, which got 


38.92% of the seats. At the same time, the 
People First Party, opposing “Taiwan in- 
dependence,” only won 6.11% of the seats, 
compared with “immediate indepen- 
dence” supporter Taiwan Solidarity 
Union’s 7.05%. The KMT and PFP together 
account for 45.03% of the seats, 4.52 per- 
centage points less than the 49.55% from 
the ppp and Tsu together. 

There are scholars on both the main- 
land and Taiwan who think the election 
does not reflect Taiwan people’s views be- 
cause of a low turnout due to bad weather. 
However, I believe the result under such 
circumstances exactly reflects the funda- 
mental social force of the various parties in 
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Taiwan, that is the so-called “basic force” 


‘of the political parties. In bad weather, the 


people who still vote are those who have 
stronger political views than the swing 
voters. The-basic force that supports the 
ppp and Tsu is stronger than that which 
supports the KMT and PFP, which means 
the basic trend of Taiwan politics is still 
“Taiwan independence.” Only under cer- 
tain’ circumstances, when voters in the 
middle swing in the direction of anti-Tai- 
wan independence can this trend be 
changed. As long as the DPP and KMT share 
the voters from the middle forces evenly, 
DPP can still score big electoral victories. 

Since the central government issued a 
new policy toward Taiwan on May 1/7, 
2005, we have made huge strides in sup- 
pressing “Taiwan independence.” But I 
think such an accomplishment only slowed 
down the development of “Taiwan inde- 
pendence” forces, instead of stopping the 
development, let alone decreasing or weak- 
ening their power. 

Within a certain period of time in the 
future, the main subject of Taiwan politics 
will still be the struggle between “inde- 
pendence” and “anti-independence,” while 
all other political struggles will be subor- 
dinate to this one. Currently the four po- 
litical parties in Taiwan face different 
problems. 

The problem that the ppp and Chen 
Shui-bian face is whether they can carry 
out their “Taiwan independence sched- 
ule.” That is, whether “legal indepen- 
dence” and “modifying the national name” 
can come true in 2008. Although the ppp 
and Chen Shui-bian have the same goal of 
“Taiwan independence,” if “legal indepen- 


dence” does, not happen in 2008, Mr. 
Chen’s political career will be over. There- 
fore, Mr. Chen has a stronger personal in- 
terest than any other DPP members to 
bring “legal independence” to fruition. 
That suggests Mr. Chen psychologically 
swings more toward the “immediate inde- 
pendence” forces than the “gradual inde- 
pendence” forces in the party. 

The problem that the kmt faces is how 
to regain power. Since 2004, “Taiwan in- 
dependence” forces have been suppressed 
to a certain degree, which ignites the 
KMT’s hopes to retake power. But because 
the KT is now facing a change of leaders, 
there are two big problems that need to be 
solved. First, who should lead Kmr. It will 
affect KMT’s unity, development and 
whether the new leader can help to regain 
the power. Second, how Kmr can take ad- 
vantage of Lien Chan’s mainland visit to 
expand its “basic force,” especially the 
merger with the PFP. It’s not clear yet 
whether a KT leadership change will 
benefit the party’s development, and Soong 
Chu-yu so far hasn’t shown any signs of 
interest in merging with KMT. 

The problem that the prp faces is 
whether to be “vaporized” or to merge 
with the KMT. Before Mr. Soong’s visit to 
mainland, he reached “10 common points” 
with Chen Shui-bian, which is the main 
reason behind PFP’s “wave of defections.” 
The defectors from PFP were not the “light 
blues” that were uncertain about anti-Tai- 
wan independence, but those “dark blues” 
that were clearly against Taiwan indepen- 
dence. That suggests either the kMT or the 
PFP will lose their current political power 
if they move toward the ppp on the “Tai- 
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wan independence” issue. Because the PFP 
cannot differentiate its policies from those 
of the KMT, Mr. Soong is facing more and 
more pressure from his party to merge 
with the KMT. 

After Messrs. Lien and Song’s mainland 
visit, the Tsu’s “basic force” of “immediate 
independence” shrank. One reason is be- 
cause of the warning from the U.S. The 
change of U.S. standpoint turned some 
“immediate independence” advocators into 
“gradual independence” supporters, which 
expanded the ppp’s “gradual indepen- 
dence” forces. Although the TSU faces the 
prospect of losing power, there are always 
a few hard-core “immediate indepen- 
dence” advocators who will persevere, and 
therefore the possibility of a merger be- 
tween the ppp and Tsu is very small. 

In the “National Assembly” election on 
May 14, the “light blue” force in the “blue” 
camp and the “dark green” (immediate in- 
dependence) force in the “green” camp 
were hurt seriously. Therefore we can 
forecast that the “immediate indepen- 
dence” force will not have a chance to ral- 
ly its force again within the next year. 
However, “gradual independence” force 
will not be weakened but will possibly ex- 
pand, absorbing supporters from the “im- 
mediate independence” force. In the next 
three years, the ppp will keep growing. At 
the same time, as long as the mainland 
strengthens the suppression on “Taiwan 
independence,” the anti-independence 
“dark blue” force will also develop because 
of the shift from “light blue” forces. 

Chen Shui-bian’s attitude toward 
Messrs. Lien and Soong’s visits to the 
mainland reflected his judgment of cur- 





FAR EASTERN ECONOMIC REVIEW c= June 2005 








rent political situation in Taiwan. After 


the U.S. conveyed its endorsement of Mr. ` 


Lien’s visit, Mr. Chen also expressed wel- 
come. But his attitude changed to total dis- 
agreement even before Messrs. Lien and 
Soong’s visits ended. He rejected any sug- 
gestions of improving Taiwan-mainland 
relationship proposed by the mainland, 
and even refused to allow the pandas to go 
to Taiwan. . 

From one perspective this shows that 
although media polls concluded most Tai- 
wan people gave positive feedback to 
Messrs. Lien and Soong’s mainland visit, 
Chen Shui-bian is still quite sure that by 
insisting on “Taiwan independence,” his 
political power will not be endangered. 
Taiwanese people’s change of mind at 
most will postpone his “legal indepen- 
dence” schedule in 2008, but he will not 
give up the ultimate goal of “Taiwan inde- 
pendence.” That is to say, Chen Shui-bian 
will not agree to have political talks with 
the mainland under the “One China” prin- 
ciple, nor will he acknowledge that Tai- 
wan is a part of China. 

The current political reality in Taiwan 
is that “gradual independence” will not 
threaten either the ppp or the power of the 
Chen Shui-bian regime. Within the ppp, 
insisting on “Taiwan independence” can 
help to unify its internal strength. There- 
fore Mr. Chen only faces the question 
whether “immediate independence” or 
“gradual independence” benefits him 
more, but he doesn’t need to consider giv- 
ing up “Taiwan independence.” 

Chen Shui-bian’s basic strategy is to 
continue his relatively vague policy, and 
even move toward “gradual independence” 
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if under pressure. But such an adjustment 
` is only tactical, and he will still carry out 
his “Taiwan independence schedule” be- 
fore 2008 if conditions allow. Many ana- 
lysts on Taiwan and elsewhere say that 
Chen Shui-bian’s fast-changing personal- 
ity decides how he adjusts his policies and 
that his changes are completely haphaz- 
ard, But I think Chen Shui-bian’s “chang- 
es” are not without their logic. His 
“changes” are to maintain his grip on pow- 
er, and one of their important goals is to 
realize “legal independence.” The changes 
are external and tactical, and don’t change 
his core ideas and ultimate goal. 

Because Chen Shui-bian will maintain 
relatively vague policies, we will only 
know in 2007 whether he will attempt to 
realize “legal independence” in 2008. Only 
when his “immediate independence” pol- 
icy leads to military conflict in Taiwan 
Strait and he is attacked by the “gradual 
independence” force in the DP? as a result 
will he give up such an attempt. Therefore, 
the mainland needs to keep the military 
deterrent to “Taiwan independence” forc- 
es, and make suppression of “Taiwan in- 
dependence” as our primary policy toward 
Taiwan. Every policy toward Taiwan 
should help to suppress “Taiwan indepen- 
dence,” instead of just obstructing it. Ex- 
periences since 2004 show that economic 
and cultural exchange can work effective- 
ly and our good intentions will not be mis- 
taken only when our military deterrent 
force is strong enough. No other policies 
for winning over the Taiwan people will 
work without the prerequisite of military 
deterrence. Last year’s experiences also 
told us that suppression of “Taiwan inde- 
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pendence” must be put into action, it is 
meaningless to play word games with 
“Taiwan independence” forces. 

Since 2004, the international communi- 
ty’s attitude toward “Taiwan indepen- 
dence” also underwent big changes. Such 
changes mainly originated from the con- 
crete actions taken by Chinese government 
to suppress “Taiwan independence.” In 
2004, the May 17 announcement by the Tai- 
wan Affairs Office as well as Jia Qinglin’s 
talk in January at the 10-year anniversary 
of “Jiang’s eight points” not only reiterated 
China’s standpoint of peacefully resolving 
the Taiwan problem, but also emphasized 
that the mainland will maintain the integ- 
rity of national territory at any cost and 
take suppression of “Taiwan independence” 
as a primary mission. If the announcement 
signed between China and France to op- 
pose “referendums” in January 2001 was 
the starting point when the initiative shift- 
ed to the mainland in this match between 
mainland and Taiwan, then the turning 
point came when [U.S. Secretary of State] 
Colin Powell said that “Taiwan is not a sov- 
ereign country,” and the visits of Lien Chan 
and Soong Chu-yu to the mainland in May 
2005 were the ground-breaking result of 
the suppression of “Taiwan independence.” 
These showed our policies toward Taiwan 
since 2004 were correct and effective. 

Therefore, our policies should stick to 
two core ideas, first to strengthen the ef- 
fectiveness of our military deterrent to- 
ward “Taiwan independence,” and second 
to win over public opinion against “Tai- 
wan independence” in Taiwan and 
strengthen the international public opin- 
ion against “Taiwan independence.” I 
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THE TURBULENT DECADE: 
CONFRONTING THE REFUGEE 
CRISES OF THE 1990s 
by Sadako Ogata 
W.W. Norton, 402 pages, $27.95 

oo Ew 
Reviewed by MICHAEL BARNETT 


ADAKO OGATA WAS not the ob- 
vious choice to head the United 

Nations High Commissioner for 
Refugees when she took over in Febru- 
ary 1991. She broke precedent in several 
ways. She was the first women, the first 
Japanese, and the first academic to run the 
world’s refugee agency. Nor had she spent 
a lifetime preparing for this role. Although 
she had participated in several diplomatic 
missions and helped write a U.N. report 
on the human rights situation in Burma, at 
the time of her selection she was hardly an 
expert on refugee or humanitarian affairs 
and instead was serving as the dean of the 
Department of Foreign Studies at Sophia 
University in Tokyo. As she confesses in 
this fascinating memoir, she had to learn 
on the job. 

Fortunately, she proved to be a quick 
student. She took over an organization that 
was experiencing adversity at the worst 
possible moment. She was the third high 
commissioner in less than three years, the 
agency, which runs on voluntary contribu- 
tions, was near bankruptcy, and it had little 





œ~- Mr. Barnett is Stassen Chair of International 
Affairs at the Humphrey School of Public Affairs 
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humanitarian affairs. He is the author of Eye- 
witness to a Genocide: The United Nations and 
Rwanda (Cornell, 2002). 


support from states. Such management is- 
sues would have to wait, however, because 
UNHCR was in the thick of the first post- 
Cold War crisis—Iraq. After Saddam Hus- 
sein was evicted from Kuwait, he turned 
his vengeance on “disloyal” Shiites in the 
south and Kurds in the north. More than 
1.5 million Kurds fled to the Turkish bor- ’ 
der, but Turkey, citing security concerns, 
denied them entry. They were now strand- 
ed in the mountains of northern Iraq in the 
middle of winter. The U.S., facing a public- 
relations disaster because it had encour- 
aged the Iraqi minorities to rebel against 
Mr. Hussein and then watched as they 
were mowed down, launched a major re- 
lief effort. Temporary housing, though, 
was a stopgap solution, and the U.S. asked 
UNHCR to find a more permanent solution. 
Although the Kurds were technically out- 
side of UNHcR’s mandate because they were 
internally-displaced and not bona fide ref- 
ugees who had crossed an international 
border, Ms. Ogata’s instinct was to do what 
could be done and only later worry about 
whether she had broken any rules, 

Her willingness to improvise, she re- 
counts, reflected her calculation that 
UNHCR would have to learn to adapt cre- 
atively to new situations in the years ahead 
if it was to remain relevant to the needs of 
refugee populations. She says she adopt- 
ed two guiding principles upon taking the 
office. UNHCR had to be fleet of foot and 
quick of mind. Her fear was that if UNHCR 
“remained slow, static and conservative,” 
then it would cease to be relevant. “It had 
to be quick, smart, effective, and adapt- 
able to a fast-changing environment.” It 
also had to do more than tell states to pro- 
tect refugees; it had to help them find solu- 
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tions. Ms. Ogata used these commitments 
to brilliant effect over the next 10 years in 
a string of refugee crises, stretching from 
Burma to Colombia. 

Rather than cover the dozens of emer- 


gencies of the period, she focuses on four: ` 


Iraq, the Balkan wars, Rwanda and the 
Great Lakes, and Afghanistan. She ac- 
knowledges that these four were differ- 
ent from most of the situations the agency 
confronted over the decade because of the 
sheer number of populations affected and 
the attention they received from Great 
Powers and the U.N. But they serve her 
purpose well. She writes her memoir not 
to deliver the ultimate insider’s account of 
these crises or to provide a detailed autobi- 
ography of the institution. Instead, her in- 
tention is to testify to the enduring needs 
of these displaced and denationalized pop- 
ulations, and to remind states that helping 
refugees is not only a matter of principle, 
it also is a matter of international peace 
and security. 

These emergencies are defined by two 
factors that severely constrained what the 
organization could do. UNHCR was increas- 
ingly involved in delivering relief to popu- 
lations that were trapped by “new wars.” 
New wars differ from old wars in various 
ways, but one particular difference is that 
they are populated by a motley assortment 
of militaries, paramilitaries, mercenaries, 
militias, bandits and rogue elements. Not 
only do they have little patience for the 
niceties of international humanitarian law 
and the need to differentiate the civilian 
from the combatant, but they generally see 
the victimization of populations as part of 
their strategy. Specifically, the combatants 
frequently adopted various tactics, includ- 
ing forcible expulsion, mass killings and 
deportations, that were intended to de- 
moralize the population so that they will 
either submit or flee. 

The victims of war are now its intended 
targets. Getting access to the populations 


in need frequently required UNHCR to ne- 
gotiate with the very people who were di- 
rectly responsible for the emergency. Such 
negotiations not only put money, food, and 
medicine into the hands of the very com- 
batants who caused such misery, but these 
resources can help fuel wars. UNHCR, as it 
liked to say, could only choose “the least 
bad” of the alternatives. If it chooses a pol- 
icy of not negotiating with extorters, then 
these populations might perish. If it does 
negotiate, then it might extend the suffer- 
ing because it gives thugs the motive and 
reward for turning populations into ob- 
jects of ransom. This was the choice that 
faced UNHCR in Bosnia in the so-called safe 
havens (a cruel invention of the Western 
powers, as Ms. Ogata repeatedly reminds 
the reader) and in the refugee camps in 
Zaire after the Rwandan genocide, where 
the perpetrators used their control over the 
camps to gain the resources they needed to 
take care of unfinished business. 

The reason why UNHCR faced such trag- 
ic choices was because states refused to do 
what they could and they should. Certainly 
states were more generous over the 1990s, 
a generosity informed by a desire to do the 
right thing and by a belief that refugee 
flights could threaten international peace 
and security (an argument that Ms. Oga- 
ta continuously sounded). But there were 
decided limits to states’ generosity—limits 
set by national interests. They wanted to 
do something, but not too much. Humani- 
tarian assistance became a way not only to 
express their concern but also to avoid the 
political and military commitments that 
would be necessary to end the emergen- 
cy. In the wars of Yugoslavia, states used 
the UNHCR to express their concern and to 
limit their involvement; the results were 
years of ethnic cleansing and societies de- 
stroyed. Only when Western nations were 
embarrassed into using military force in 
August 1995 was there a sighting of the end 
of the Bosnian conflict. The only answer 
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to the militarized camps in Zaire was a 
military intervention that would separate 
the true refugees from the genocidaires. 
As Ms. Ogata famously stated, there are 
no humanitarian solutions to humanitar- 
ian problems. Humanitarian assistance is 
necessary, but it is not enough. 

Thisnew environment, the emergence of 
the new wars and the willingness of states 
to fund humanitarian assistance for prin- 
cipled and strategic reasons, forced UNHCR 
to adapt and provided ample opportunity 
to expand. It became a lead humanitarian 
agency. It extended its assistance mission 
from refugees to internally-displaced pop- 
ulations, Whereas once it waited for refu- 
gees to cross a border to reach protection, 
it now brought protection to them, became 
involved in prevention, and attempting to 
get states to recognize basic minority hu- 
man rights so that individuals would not be 
forced to flee:Whereas once it played a pas- 
sive role in refugee repatriation, increas- 
ingly it facilitated their return by actively 
preparing the conditions at home. Whereas 
once it said goodbye to refugees at the bor- 
der crossing with a handshake and a small 
care package, it now accompanied them on 
their returned and helped with their rein- 
tegration. In order to ensure their reinte- 
gration, it became involved in all kinds of 
nation-building projects, including building 
justice systems, encouraging reconciliation, 
establishing the rule of law, and restoring 
economic livelihoods. The expansion is not 
over. Ms. Ogata closes her book with a plea 
for greater international involvement in 
peacebuilding and human security. 

As might be expected of a secretary- 
general who cared deeply for refugees, 
her organization, and her staff, she could 
rankle a diplomatic class that liked secre- 
tary-generals to know their place. In un- 
derstated language she recounts moments 
when she clashed with Secretary-Gener- 
al Boutros Boutros-Ghali, particularly so 
when she unilaterally decided to suspend 
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relief operations in Bosnia because of dan- 
gers to personnel in the field. After the 
genocide in Rwanda she implored states to 
not forsake the Rwandans, once again, and 
to finally send the military force required 
to take back camps back from the thugs. If 
they did not, she warned, calamity would 
continue to spread across the region. Mil- 
lions of dollars spent on damage control 
and millions of lives lost in central Africa 
are the consequences of their inaction, as 
she reminds the reader. 

Ms. Ogata proved controversial at head- 
quarters. She hints of moments of internal 
dissent, but, unfortunately, rarely provides 
details. As Ms. Ogata declares, she is by 
nature a pragmatist. This does not mean 
that she was absent ethical principles, but 
instead that her ethics derived from an at- 
tempt to make the best out of a bad situa- 
tion. Sometimes doing so could lead her to 
flaunt tradition within the organization, to 
make pacts with states that sought to re- 
lieve their commitments to refugees, and 
to even ignore sacrosanct refugee rights. 
She and other pragmatists within the 
agency could defend their policies on the 
grounds that they were demanded by the 
situation. Another group within the UN- 
HCR, though, frequently interpreted Ms. 
Ogata’s pragmatism as a euphemism for 
compromising on basic rights and prin- 
ciples. Consider the following two issues. 
Humanitarian organizations such as UN- 
HCR are supposed to be impartial, inde- 
pendent, neutral, and apolitical, which 
ultimately means not taking sides in a con- 
flict and not associating too closely with 


- the combatants. In the opening days of the 


NATO bombing of Kosovo in March 1999, 
UNHCR found itself overwhelmed by the 
refugee flight of Kosavar Albanians. In 
an unprecedented decision, she requested 
NATO’s assistance, a party to the conflict, 
and then subsequently watched narto de- 
fine the humanitarian agenda. For many in 
the organization, this move compromised 
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For the fundamentalists within the UNHCR, 
Ms. Ogata could be dangerously creative and pragmatic. 





UNHCR’s impartiality and injured its pro- 
tection and relief missions. 

More divisive was the matter of repatri- 
ation. A cornerstone of refugee law is vol- 
untary repatriation, that refugees should 
not be returned against their will to a place 
that, in their view, still threatens their phys- 
ical safety. This principle can force states to 
host refugees for extended periods of time, 
and many states find this an unwanted bur- 
den. Consequently, when they tire of the 
refugees they can insist that they go home, 
regardless of what either the refugees them- 
selves of refugee law might say. In order to 
“encourage” their return, states sometimes 
will resort to force. When this happens, Un- 
HCR is in an impossible situation. It either 
can make the best of a bad situation and as- 
sociate itself with a forced repatriation in 
order to reduce the cost to refugees, or it 
can protest on the sidelines, far from where 
it might be needed. Ms. Ogata ably defends 
her decision to associate UNHCR with Tan- 
zania’s forced repatriation of the Rwandan 
refugees in late 1996 on the grounds that 
it was the best option at that moment. Yet 
the organization’s emphasis on repatriation 
can mean that UNHCR also, as she describes 
it, “facilitates” and “encourages” repatria- 
tion. Such a policy can mean nothing more 
than working with the home government to 
prepare the ground for a return. But it also 
can mean encouraging return even when 
the situation at home has not changed. This 
happened in 1994, when uNHCR helped to 
repatriate 200,000 Rohingya refugees to 
Burma—a serial violator of human rights. 
For the fundamentalists in the organiza- 
tion, Ms. Ogata could be dangerously cre- 
ative and pragmatic. 

When states select the heads of inter- 
national organizations, they often opt 
for the safe choice, which they define 





as a chief that will tell states what they 
want to hear, will make few waves, and 
make even fewer demands. Although they 
might have imagined that a female Japa- 
nese political scientist with no real exper- 
tise in refugee affairs or prior experience 
in the U.N. system would be a safe choice, 
thankfully they were wrong. Ms. Ogata’s 
commitment to refugees and humanitar- 
ian action defined her tenure as high com- 
missioner, and this commitment is evident 
on every page. Her retrospective account 
forces the reader to not only ask what else 
might have been done for the displaced 
and uprooted, but also what else can be 
done in the future. 


MAO: THE UNKNOWN STORY 
by Jung Chang, Jon Halliday 
and Jonathan Cape, 832 pages, $35 
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Reviewed by JONATHAN MIRSKY 


WO YEARS AGO ata Harvard con- 
T ference devoted to Mao Zedong, 

retired Beijing University Pro- 
fessor Yue Daiyun recalled her suffering 
during the Maoist era. “Why would Mao 
relentlessly and repeatedly knock down 
and trample those who came to support 
him, had never opposed him, indeed em- 
braced and loved him?” The constant fear 
during those years, she said, was that “no 
one is safe.” 

Too infirm to come to the Harvard con- 
ference, Li Rui, once Mao’s secretary, sent 
a paper stating that “Mao was a person who 
did not fear death and he did not care how 
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many were killed. Tens of millions of peo- 
ple suffered during every political move- 
ment and millions starved to death.” 

Most of the contemporary biographers 
of Mao, from Stuart Schram, (still the lead- 
ing Mao scholar), to Philip Short, author of 
Mao: A Life, were at Harvard. Only two 
guests from Beijing praised the chairman. 
But there was an effort among the other 
academics to find why many Chinese wor- 
shipped Mao. 

One of those present was Harvard’s Rod- 
erick MacFarquhar, who in volume three of 
his great The Origins of the Cultural Revolu- 
tion compared Mao to Hitler and wrote, “I 
have been particularly interested in the hu- 
man tragedy represented by Mao’s purge of 
his long-time comrades of the Long March 
and the base areas [and] his dissolution of 
the Yan’an ‘Round Table.” 

Now comes Jung Chang, author of the 
excellent, bestseller Wild Swans. She and 
her husband, the historian Jon Halliday, 
have written Mao: The Unknown Story— 
which is huge in every sense. They answer 
Professor MacFarquhar’s concern, Profes- 
sor Yue’s question—how could Mao do it?— 
and refute Li Rui’s suggestion that while 
Mao was a world-class killer, he didn’t fear 
death. From this copiously documented 
book we learn that Mao killed because he 
liked it; that he acquired a taste for slaugh- 
ter in the late 1920s; and that he was ter- 
rified of death, probably because he had 
killed so many that revenge may have been 
lurking around every corner. 

In her publisher’s note, Ms. Chang ex- 
plains her motives for writing this book: 


I decided to write about Mao because I 
was fascinated by this man, who domi- 
nated my life in China, and who devas- 
tated the lives of my fellow countrymen. 
He was as evil as Hitler or Stalin, and did 
as much damage to mankind as they did. 
Yet the world knows astonishingly little 
about him. 
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In an interview in the Sunday Tele- 
graph she said Mao was “the biggest mass 
murderer in the history of the world.” 

It is always disturbing when a book 
claims to be the “unknown story.” Ms. 
Chang claims that the world knows lit- 
tle of Mao. Actually the world, because of 
years of Western Mao scholarship and the 
experience of many Chinese whose lives 
the chairman indeed devastated, knows 
a lot about him. There are other biogra- 
phies, some of them excellent, to which 
little or no credit is given by the authors, 
and—thanks to Harvard’s Stuart Schram— 
many volumes of Mao’s writings. 

Iam no Mao specialist, but before read- 
ing this latest biography I was broadly 
aware of the Mao story, particularly his 
life-long heartlessness and capacity for 
inflicting suffering on a national scale. 
Lucian Pye, for example, saw him pretty 
clearly decades ago (he is not cited in this 
book) and Revolutionary Discourse in Mao’s 
Republic by David Apter and Tony Saich, 
cited but not acknowledged, analyzes 
Mao’s unusual capacity for striking terror 
as acutely as Ms. Chang and Mr. Halliday. 
Some of the lesser parts of the story had 
been published earlier, such as the enor- 
mously profitable opium-growing business 
at Mao’s guerrilla headquarters, Yan’an, by 
Chen Yung-fa in 1995 (cited in this biogra- 
phy) but in every case Ms. Chang and Mr. 
Halliday add considerable detail to a story 
which will shock many Chinese. 

And until this book there continued 
to be a lingering feeling in the West that 
Mao, despite everything, was a great man. 
And among many Chinese he remained a 
great man who went bad. That is the view 
of the Communist Party, which has offi- 
cially judged Mao to be 70% good and “a 
great Marxist,” and still hangs his gigantic 
portrait over the main gate to the Forbid- 
den City, from which it gazed down dur- 
ing the Tiananmen Square massacres in 
1989. It was a mark of Mao’s continuing 
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If Mao were on trial, and the authors presented their 
evidence, the verdict would be unanimous—guilty. 





special status that in May of that year, near 
the end of the demonstrations, when three 
men hurled paint at the portrait, they were 
tackled and detained not by the police but 
by other demonstrators. The very people 
who were shouting “Li Peng resign,” and 
“Down with Deng Xiaoping,” and calling 
for fundamental reform of the Party, could 
not countenance an attack on the Great 
Teacher and Helmsman who in their child- 
hoods they had learned was “the red red 
sun in our hearts.” 

All that is swept away by the authors. 
If Mao were on trial, and they presented 
their evidence, if the judge warned the 
jury they could convict only if there were 
no shadow of doubt, the verdict would be 
a unanimous guilty as charged. 

Among Ms. Chang and Mr. Halliday’s 
assertions: Mao was an early radical but 
he was driven by an overwhelming lust for 
domination. He championed women in his 
early writings but he exploited, betrayed, 
and consumed droves of them and drove 
into madness or despair three of his four 
wives. He had scorn or contempt for peas- 
ants and cared little if they died of hunger. 
Far from being a great guerrilla leader, he 
often commanded his forces into losing 
situations. Most of his closest colleagues 
feared his murderous tendencies and did 
what he wanted not out of loyalty but ulti- 
mately—Zhou Enlai is the outstanding ex- 
ample here—out of fear. 

Mao opposed fighting the Japanese de- 
spite the urgings of Josef Stalin, and never 
forgave the commanders of the only two 
' battles against them. During the guerrilla 
period Mao encouraged the production of 
opium whose sale greatly swelled his trea- 
sury. His policies led to the death of up to 
a million landlords. He encouraged Kim Il 
Sung to attack South Korea. His economic 


policies and contempt for the peasantry led 
to the world’s greatest famine in 1959-1961, 
in which at least 37 million people died. He 
provoked the Cultural Revolution and de- 
manded detailed accounts of the torture 
and killing of its victims. 

There are also details that are true 
scoops. One such is the debunking of per- 
haps the most heroic episode of the Long 
March, the hand-over-hand scramble 
through flames across the bridge over the 
Dadu river, which permitted the Reds to 
escape to safety from Chiang Kai-shek. 


The world learned of this from Red Star - 


Over China, the now much-discredited sto- 
ry that Mao planted on Edgar Snow. “This 
is a complete invention,” say Ms. Chang 
and Mr. Halliday. “There was no battle at 
the Dadu Bridge.” The documentation, in- 
cluding contemporary witnesses, is wholly 
convincing. Their conclusion, which will 
astonish most China specialists, is that 
Chiang Kai-shek, who they claim wanted 
the Communist army to survive and clear 
warlords from the areas they conquered, 
“had left the passage open for the Reds.” 

Another discovery, and a poignant one, 
concerns Yang Kai-hui, Mao’s second wife, 
who was murdered by the Nationalists af- 
ter Mao (as he did with all his wives in one 
form or another) abandoned her. Between 
1928 and 1930 Yang wrote Mao eight let- 
ters, which she néver sent but concealed 
in her house. They are passionate but also 
bitter letters of love and longing. “You are 
now the beloved sweetheart... return, re- 
turn.” Found only in 1990, they had never 
been seen by Mao and “even Mao’s family 
were barred from seeing the most devas- 
tating passages.” 

Ms. Chang saw—but did not copy—one 
of these letters, four pages long, but cites 
it from memory with “ellipses that cannot 
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be recalled,” a tribute to her early educa- 
tion in a system which trains memoriza- 
tion. There are other examples of women 
pining for Mao, including his small daugh- 
ter Li Na. He came to ignore the wives and 
most of the children, and those who didn’t 
die usually went mad. But what would Ms. 
Chang and Mr. Halliday say about Mao’s 
moving poem of 1957, “I lost my proud pop- 
lar,” about Yang Kai-hui’s death? 

A third revelation is the extent to which 
Mao corrupted Zhou Enlai (spelled here 
as Chou). Far from being the voice of rea- 
son who, whenever possible saved some 
of Mao’s victims from death, “When Mao 
gave the word,” Ms. Chang and Mr. Hal- 
liday maintain, “Chou would send anyone 
to their death.” Michael Schoenhals made 
this plain in 1996 (cited in this biography) 

‘but Ms. Chang and Mr. Halliday show how 

Mao obtained Zhou’s total servility: the 
chairman retained an article from a Shang- 
hai newspaper in 1931, supposedly written 
by Zhou (it may have been a Mao plant) 
in which he “condemned the Communist 
Party...from then on, Mao knew that he had 
an effective blackmail weapon. More than 
three decades later, Mao dangled it over 
Chou’s head.” This led to Zhou’s “double 
life.” At home he was a blackmailed slave; 
for the world at large he was “the most at- 
tractive man [visiting statesmen like Henry 
Kissinger] had ever met.” 

This can be extended, I feel, to another 
Chang-Halliday assertion, regarding Mr. 
MacFarquhar’s concern: “By the end of 
Mao’s life, almost all his former close col- 
leagues were dead, most of them thanks 
to him on his deathbed, Mao’s thirst for 
revenge was unslaked.” The final exten- 
sion is that “Mao spared no thought for the 
mammoth human and material losses that 
his destructive quest had cost his people. 
Well over 70 million people had perished— 
in peacetime—as a result of his misrule.” 

Why was Mao like this? Ms. Chang and 
Mr. Halliday’s proposition is compelling. 


Although, they argue, he had little regard 
for peasants, and cared not a whit when 
they died of hunger, in 1927 Mao described 
how rural “ruffians strike down the land- 
lords and stamp on them with their feet 
they thoroughly indulge every whim and 
really have created terror in the country- 
side.” The authors see a fatal flaw: “What 
really happened is that Mao discovered 
within himself a love for bloodthirsty 
thuggery which verged on sadism. This 
propensity sprang from his character, 
and was to have a profound impact on his 
future methods of rule.” Ms. Chang and 
Mr. Halliday assert, moreover, that, unlike 
Stalin and Hitler, Mao turned millions of 
his own people against each other. 

Only one other book springs to mind 
which so comprehensively destroys the 
character and record of a tyrant: Simon 
Sebag Montefiore’s Stalin: The Court of 
the Red Tsar. Mr. Montefiore’s book is 
more satisfying on two counts—language 
and the transparency of sources. His lan- 
guage is always graceful. He never sinks 
into occasional but irritating lapses by Ms. 
Chang and Mr. Halliday, such as: “Wang 
[Hong-wen] was a faceless good-looking 
37-year-old,” or, “she [Madame Mao] shot 
her mouth off.” 

In both books, the sources are astound- 
ing. Mr. Sebag Montefiore’s contains almost 
100 pages of sources and footnotes, Ms. 
Chang and Mr. Halliday’s well over 100. In 
both books the access to great numbers of 
people who knew the tyrants is extraordi- 
nary and rare. Ms. Chang has lifelong Party 
contacts, as Wild Swans makes clear, and in 
China one contact leads to another. These 
ranged from a woman who once washed 
Mao’s underwear, another who lived near 
the Dadu Bridge when it was crossed by 
Mao’s forces, to the widow of Liu Shaoqi, 
once Mao’s Number 2, whose death the 
chairman caused. 

In the West, the authors interviewed for- 
mer U.S. Presidents George H.W. Bush and 
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Mao discovered within himself a love for 
bloodthirsty thuggery which verged on sadism. 





Gerald Ford and other personalities who 
met Mao. The contribution of these inter- 
views to the biography was not great. Mr. 
Kissinger, for instance, was so star-struck 
by Mao and Zhou Enlai that he committed 
many indiscretions and security breaches 
with both of them while serving Nixon. 

Mr. Sebag Montefiore’s written sources 
are in Russian and he explains how he used 
them. Ms. Chang, too, combed and digest- 
ed a mountain of Chinese sources, but it is 
difficult or impossible to tell how she and 
her co-author evaluated them. (I checked 
the authors’ footnotes on Mao’s admira- 
tion for peasant violence; some of the quo- 
tations seem somewhat less personal than 
asserted in the biography, and at least one 
is ona different page than cited in the Eng- 
lish-language collected writings.) Many 
other sources, some of them confirming 
“the unknown story,” are in Russian and 
here too I wonder how they were chosen 
or weighed. This is a task which Mao spe- 
cialists will enjoy. 

Comparing monsters is never easy, but 
in the course of their biography, the prod- 
uct of a decade’s labor well spent—from 
which Mao’s reputation will never recov- 
er—Ms. Chang and Mr. Halliday make this 
central point: “Mao not only drove a mas- 
sive wedge between people working and 
living side by side, he greatly enlarged 
the number of people directly involved 
in repression, including making the orbit 
significantly wider than either Hitler or 
Stalin, who used mostly secret elites.” 

That could be because he began early. 
In 1927-28, after watching peasants killing 
landlords, Mao “developed a penchant for 
slow killing.” He wrote this poem: “Watch 
us kill the bad landlords today. Aren’t you 
afraid? It’s knife slicing upon knife.” As 
Professor Yue said: “No one is safe.” 
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Reviewed by ROBERT A. Kapp 


LL RIGHT, CLASS: Identify the fol- 
EN lowing: Weng Wenhao, Sun Fo, 
Qian Changzhao, H.D. Fong. 
Ifyou struggle, you are forgiven. These 
three men, and dozens of others who fig- 
ure prominently in Morris Bian’s new book 
The Making of the State Enterprise System 
in Modern China, were prominent figures 
in the efforts of the government of the 
Republic of China, between 1928 and the 
end of the war with Japan, to conceive and 
build the edifices of a modern industrial 
economy where none had existed before. 
Mr. Bian’s book will raise conflicting 
emotions among readers who have spent 
time working on the Nationalist era, as I 
have. One comes away from this study with 
a certain tragic sense of the size of the bur- 
den that Chiang Kai-shek’s economic plan- 
ners and administrators bore, not only after 
the nearly Biblical evacuation to the remote 
interior after Japan’s slashing conquest of 
most of East China in 1937 and 1938, but 
from the very moment that the National- 
ist regime was proclaimed in Nanjing. Mr. 
Bian’s evocation of the milieu from which 
the Kuomintang-era concepts of economic 


es Mr. Kapp was president of the US-China 
Business Council (1994-2004), and author of 
Szechuan and the Chinese Republic: Provin- 
cial Militarism and Central Power. He is cur- 
rently chairman of consulting firm Robert A. 
Kapp & Associates. 


— 





www.feer.com 








planning and industrial organization arose 
portrays a generation of truly transitional 
figures—many educated in the West—as 
China dissolved into postimperial chaos. 

His discussion of the efforts of these 
economic designers to implement their 
schemes for China’s modern industrial 
economy under the brutal conditions of 
wartime exile in the fastnesses of Sichuan, 
Yunnan and other provinces of the “Great 
Rear Area” is extremely poignant. In the 
footnotes, one can remark on who stayed 
and who left for Taiwan at the end of the 
civil war, and ponder the trajectories that 
led different specialists, different admin- 
istrators, to different fates, sharing only a 
gathering obscurity. 

Mr. Bian’s central analytical argument 
is this: The industrial economy erected 
after 1949 by the Mao regime was not, as 
most observers believe, simply a wholesale 
borrowing from Stalin’s U.S.S.R. In fact, 
the origins of the “state enterprise system” 
that we came to recognize in the People’s 
Republic lie in the industrial economic 
system devised, under conditions of ex- 
treme emergency, by Chinese intellectuals 
and policy leaders working for the KMT re- 
gime—the first Chinese government with 
any reasonable pretension to national au- 
thority in the 20th century. 

Because this book is an academic study, 
presumably derived from the author’s doc- 
toral research, it begins with the custom- 
ary genuflection to a body of theoretical 
literature, and then, a bit mechanically, re- 
turns to the core concepts of that body of 
theory in a “Thus we conclude” section of 
each ensuing chapter. To his credit, how- 
ever, Mr. Bian’s evocation of theories of in- 
stitutional change is not so ritualistic as to 
suck all life and meaning out of the work. 

The most essential notion that Mr. Bian 
pulls from the theoretical literature is that 
of “modifying mental models” under condi- 
tions of extreme crisis. He also pays signifi- 
cant attention to the ways in which the ideas 


that China’s prewar and wartime economic 
planners came up with were a subtle blend 
of inherited modes (his discussion of how 
the Republican-era government ordnance 
industry derived its essential administra- 
tive structures from late Qing bureaucratic 
forms is marvelous) and the overwhelming 
pressures of a war for national survival. 

Having established his conceptual moor- 
ings, Mr. Bian lays out a series of chapters 
that, on the one hand, portray the enormity 
and dignity of the Nationalist effort to build 
astate-dominated industrial economy, and, 
on the other, underscore the author’s belief 
that what the KMT regime managed to ac- 
complish in the wartime emergency be- 
came the foundation for the Mao regime’s 
industrial reorganization after 1949. 

Thus in the meaty chapters at the center 
ofthe book, Mr. Bian shows how the notion 
of the danwei, or unit, which we know so 
well from the phenomenon of “state-owned 
enterprises” and “work units” in the Peo- 
ple’s Republic, emerged both linguistically 
and in organizational practice during the 
war in Nationalist west China. The “big 
and complete” (da er quan) complexion of 
the P.R.C.’s industrial behemoths—with 
their full complement of company-provided 
cradle-to-grave social services—found its 
antecedents (Mr. Bian would sees them as 
origins—a key point of interpretation) in the 
wartime effort to cope with the desperate 
instability of the work force in unoccupied 
China’s struggling industrial establish- 
ments. “Work emulation campaigns” be- 
came a wartime staple, anatomically linked 
to the KMT’s “New Life Movement” of 1934 
and prefiguring a broad menu of post-1949 
mobilization and emulation campaigns; Mr. 
Bian places more emphasis on KMT roots 
than on Soviet Stakhanovite examples, but 
to his credit recognizes the latter as well. 

Above all, Mr. Bian elucidates the emer- 
gence of what he calls the nationalist ide- 
ology of the developmental state, in which 
the principle of state domination of a mod- 
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China’s state enterprise system did not spring from 
Soviet communism, but from the KMT regime. 





ern industrial economy emerges early and 
reaches remarkable elaboration, long be- 
fore the industrialization itself could be 
achieved. In this regard, it is fascinating 
to be reminded of the contribution of Sun 
Yat-sen’s own conceptual writings on the 
shape of the modern Chinese economy and 
the role of the state in this connection. 

While Mr. Bian’s study serves us well 
by exploring seriously and thoroughly the 
ideas and programmatic efforts of KMT 
planners and administrators, the ques- 
tion of whether the P.R.C.’s state enter- 
prise system derived from the emergency 
wartime Nationalist program seems al- 
most beside the point. 

For one thing, while I applaud him for 
giving these hard-working theorists and 
administrators a recognition that recent 
history has cruelly denied to them, his 
book simply takes no notice of what so 
many wartime observers could see at close 
hand: the regime’s endless production of 
elaborate, scientifically rational industrial 
and economic schemes, complete with le- 
gal structures and a baroque architecture 
of commissions and administrative agen- 
cies, even as the regime was collapsing 
upon itself. Thus, while inflation gets pass- 
ing mention in the context of the struggle 
to maintain workforce stability, Mr. Bian 
simply leaves unmentioned the growing 
disjunction between the KMT regime’s di- 
agnoses of China’s crisis and its adminis- 
trative prescriptions, on the one hand, and 
the actualities of unraveling administrative 
competence and shrinking political legiti- 
macy on the other. 

Not only do the corrosive effects of war- 
time inflation receive short shrift (the price 
index in Nationalist areas, which stood at 
100 in 1937, stood at about 263,000 in 1945, 
if I recall correctly); the companion phe- 


nomenon of what contemporary economic 
critics in the 1940s labeled “bureaucratic 
capitalism” receives no attention. 

While conscientious economists and 
government planners labored to design a 
state-dominated industrial structure for a 
modern China, the tentacles of the Kmr in- 
vaded any and all areas of profitable indus- 
trial and commercial activity, as the disaster 
of wartime exile, isolation and extreme re- 
source deprivation led those in privileged 
position to infiltrate themselves into every 
economic nook and cranny where alittle bit 
of economic advantage might be found. The 
alienation of much of China’s struggling 
entrepreneurial elite from the KMT regime 
crystallized in the final years of civil war 
before the communist triumph in 1949, but 
it had begun and spread during the very pe- 
riod on which Mr. Bian concentrates. 

Finally, to Bian’s central contention that 
China’s state enterprise system derived not 
from the former Soviet Union but from the 
pre-1949 redrawing of the modern Chinese 
economic paradigm by the R.O.C.’s plan- 
ners and administrators, one might observe 
that there is a difference between identify- 
ing correspondences and proving causali- 
ties. Bian’s discussion of the emergence of 
the term “unit” (danwei) in the Chinese 
economic lexicon during the 1940s is really 
interesting, simply as a linguistic excursion, 
and might well be suggestive of origins of 
communist terminology after 1949, But it 
is only suggestive. I can’t know for sure, but 
I suspect that if Mr. Bian had turned his in- 
quiry around and focused his research on 
the process by which the architects of the 
new P.R.C. economic order settled on their 
organizing principles in the early 1950s, he 
might well have found some smoking guns 
that would link China’s economic trajecto- 
ry quite clearly to the its decision in 1950 to 
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“lean to one side” and look to the U.S.S.R. 
for essential economic support. The famous 
214 Soviet-provided industrial projects, for 
example, which became the core of China’s 
industrialization strategy throughout the 
1950s, were not designed by Weng Wenhao 
and others in the wartime KMT economic 
team; they were transferred part and parcel 
by their Soviet architects. 

To sum up, this monograph reads ex- 
ceptionally well. It is also poignantly 
evocative, reminding us of what an early 
generation of Chinese “policy intellec- 
tuals” and civil servants had to confront 
from the beginning of Japan’s aggression 
in 1928, as the new KMT regime was born, 
through the economic and social collapse 
of the wartime era. Reading The Making 
of the State Enterprise System in Modern 
China, I found myself glad that the likes of 
Weng Wenhao, Sun Fo, Qian Changzhao 
and H. D. Fong have, at last, emerged from 
historical obscurity. 


THE ARGUMENTATIVE INDIAN : 
WRITINGS ON INDIAN CULTURE, 
HISTORY AND IDENTITY 
by Amartya Sen 
Penguin/Allen Lane, 409 pages, £25 
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Reviewed by SALIL TRIPATHI 

NE OF THE enduring images of Cal- 
oO cutta is the presence of an adda. 

Roughly translated as “the place,” 
it is a spot where people gather, often at a 
street corner, usually at a set time, to dis- 
cuss and debate. The topic may be anything: 
French New Wave cinema; the differences 
between Stalinists and Trotskyites; or even 
whether “the prince of Bengal,” Sourav 
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Ganguly, has outlived his utility as India’s 
cricket captain. Opinions are expressed 
freely, and discussions go on for hours, 
with neither side (assuming there are only 
two sides) willing to give in easily. 

While addas are special to Calcutta, 
they are found in other parts of India as 
well, and form an essential part of the In- 
dian tradition, of conversation, delibera- 
tion and debate, where the give and take of 
opinions is routine and loud arguments are 
frequent. The willingness to listen to other 
points of view, accepting some, modifying 
others, rejecting a few, is at the heart of In- 
dia’s democratic experience, according to 
the Nobel Prize-winning economist Am- 
artya Sen. In his new book, The Argumen- 
tative Indian: Writings on Indian History, 
Culture and Identity, which brings together 
his essays on Indian society published over 
the last decade, Mr. Sen reinforces the idea 
of Indians being loquacious, whose liberal 
traditions are derived less from their ap- 
preciation of democratic ideals learnt from 
the West, and more from their own tradi- 
tion of svikriti, or acceptance. 

This exchange is not restricted to the 
elite. He writes: 


It would be a great mistake in this context 
to assume that because of the possible ef- 
fectiveness of well-tutored and disciplined 
arguments, the argumentative tradition 
must, in general, favor the privileged and 
the well-educated, rather than the dispos- 
sessed and the deprived. Some of the most 
powerful arguments in Indian intellectu- 
al history have, in fact, been made about 
the lives of the least privileged groups, 
which have been drawn on the substan- 
tive force of these claims, rather than on 
the cultivated brilliance of well-trained 
dialectics. 


The examples he cites are not only 
from ancient India, but also drawn from 
contemporary history, including election 
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India’s liberal traditions are derived less from Western 


democracy than from home grown svikriti, or acceptance. 





results like those of 1977, when Indira 
Gandhi’s Congress Party was routed af- 
ter a spell of emergency in which democ- 
racy was briefly suspended; and of 2004, 
when poor Indians voted out a coalition 
which had presided over a period of pros- 
perity which had in some areas widened 
inequality. 

However, as the economist Joan Rob- 
inson, who taught Mr. Sen at Cambridge, 
told-him once, whenever you make any 
generalization about India, the opposite 
is equally true. Put another way, the late 
Nirad Chaudhuri wrote once that in India 
even exceptions run into millions. Some 
may challenge Mr. Sen’s hypothesis of the 
argumentative nature of Indians by point- 
ing out the submissive nature of Indians 
before those with power or authority, a 
point the Indian diplomat Pavan Varma 
makes in his recent book Being Indian. And 
many could question the notion that Indi- 
ans settle their differences peacefully by 
pointing out the sorry history of Hindu- 
Muslim relations in the subcontinent. 

But Mr. Sen, renowned as an economist 
and widely praised for bringing a moral, 
philosophical perspective to the dismal 
science, is on to something when he says 
that such violence is the aberration, not the 
rule. And he does this in a gentle tone, and 
spares no one in his critique. He challeng- 
es Hindu nationalists who have portrayed 
Hinduism as a monotheistic, intolerant 
religion, out to seek revenge against Mus- 
lims today because of the plunder and pil- 
lage of some Muslim invaders centuries 
ago, by showing other Muslim kings who 
were integrationist and respectful of In- 
dian culture. But he also upbraids—again 
gently—the left-leaning secularists of In- 
dia, who challenge the Hindu nationalists 
by emphasizing the contributions of oth- 
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er religions and cultures, and by belittling 
Hinduism for its hierarchical nature. 

Mr. Sen is critical of such an approach. 
You cannot deny that a vast majority of 
Indians are Hindus, and their practices 
and thinking have influenced India, shap- 
ing it positively, making it a special place, 
in which the narrow nationalism of the 
Hindu fundamentalists is the exception. 
The posturing of some Indian academics 
and the broader left come in for special 
criticism: they draw on arguments devel- 
oped in Western universities and criticize 
globalization and its influence on India, 
as if India is a fragile state that would get 
swamped by the tide. Some Indian politi- 
cians regularly fulminate against the in- 
fluence of mtv, and their followers have 
ransacked shops selling St. Valentine’s 
Day cards in India. But India has always 
had an open mind, its feet planted firmly 
in the ground, and it has absorbed exter- 
nal influences remarkably well, Mr. Sen 
points out. 

What Indians learn from the West is 
not so much outward manifestations as the 
underlying ideas. And so it is that a poet 
like Rabindranath Tagore develops dislike 
for nationalism which can degenerate into 
fascism, and a filmmaker like Satyajit Ray, 
sees Vittorio de Sica’s The Bicycle Thief, yet 
does not make an imitative film, but learns 
to use nonactors in outdoor locations, and 
makes Pather Panchali, (Song of the Little 
Road), which then goes on to win a special 
prize at Cannes in 1956. This ability—to 
learn from elsewhere, transform the idea, 
and make it your own, is a major part of 
Indian tradition. Which is why when Mc- 
Donald’s sets up shop in India, it does not 
sound the death knell of the samosa, and 
Indian chefs don’t go about destroying the 
restaurant; rather, McDonald’s is forced to 
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offer the McAloo Tikki Burger for its veg- 
etarian customers. India has always ab- 
sorbed external influences, making them 
part of its syncretic being. 

In highlighting this absorptive capacity 
of Indian culture, Mr. Sen also challenges 
the notion that Asian values are somehow 
different from Western values, and that 
human rights is a Western, and hence for- 
eign concept for the Asian mindset. He 
would have approved of the response the 
former New York Congressman Stephen 
Solarz gave a journalist in Singapore in 
the late 1990s. The reporter asked him if 
democracy was after all a Western value, 
since Singapore’s then Senior Minister 
Lee Kuan Yew and Malaysia’s then Prime 
Minister Mahathir Mohammed had said 
so. Mr. Solarz replied that he could think 
of several Asians who would disagree with 
that view, and they included the Dalai 
Lama and Anwar Ibrahim. 

At a time when China and India are 
emerging as this century’s major economic 
powers, one of the most interesting chap- 
ters in the book is devoted to the cultural 
connections between ancient India and 
China. Mr. Sen reveals the rich and deep 
exchange of views among scholars, shared 
manuscripts, trade, and more important- 
ly, scientific and mathematical knowledge. 
The colonial experience brought this ex- 
change to an end. Today, when Indian 
pharmaceutical companies set up shop in 
China, and Chinese software companies 
invest in Bangalore in India, they are only 
picking up the contact that had been sus- 
pended temporarily. 

The resilience of Indian democracy, 
ultimately, emerges from its argumenta- 
tive tradition, based on public reasoning, 
which also explains the defense of secular 
politics and the struggle against inequal- 
ity. It does not mean the absence of hor- 
rendous inequities, but it does show that 
Indians have the means to deal with those 
problems peacefully. 


GLOBAL TAIWAN 
Edited by Suzanne Berger 
& Richard K. Lester 
M.E. Sharpe, 344 pages, $79.95 
Se ete Aad 
Reviewed by 
RUPERT HAMMOND-CHAMBERS 


EU Constitution by the voters 

of France and the Netherlands 
provides a useful framework in which to 
view the huge challenges presented by the 
forces of globalization: In both of these 
countries, the significant margins of de- 
feat suggest a state of dissatisfaction and 
unease about the direction of Europe as 
a whole and about the Ev’s impact on the 
lives of its citizens. In a rash generaliza- 
tion, there appears to be a toxic mixture 
of anti-Americanism, opposition to eco- 
nomic liberalization, fear of China (or 
Polish plumbers!), and a general state 
of frustration over the lack of economic 
health and the overall future of the state. 
Indeed, the French in particular seem 
unwilling to embrace the challenges of 
globalization and the changes required 
to maintain their quality of life. This is 
both a failure of leadership as well as an 
unhealthy nostalgia for times gone by, be- 
cause there is no denying that globaliza- 
tion is here to stay. 

In the United States there has been a 
renaissance of the China fever of the late 
1990s, when we were focused on Perma- 
nent Normal Trade Relations (PNTR) with 
China and China’s ascension to wro. While 
that period heralded a remarkably cohe- 
sive and wide-ranging effort to press for 
those goals, we do not find such consensus 
in today’s debate. Instead, the discussion 
is wrapped in textile quotas, yuan revalu- 


T HE RECENT REJECTION of the 
F 


=- Mr. Hammond-Chambers is president of the 
U.S.-Taiwan Business Council. 


64 FAR EASTERN ECONOMIC REVIEW a June 2005 








Taiwan’s economy is dynamic, nimble and competitive— 


yet it has failed to produce companies of pedigree. 





ation, trade imbalances and the constant 
drum beat of China’s fast growing economy. 
China is at the heart of our own disquiet 
over globalization; they are coming—what 
should we do? 

Global Taiwan, an extended study by 
the Massachusetts Institute of Technolo- 
gy’s Industrial Performance Center, offers 
some value-added insights into the ongo- 
ing process of globalization. There can be 
few better prisms than Taiwan with which 
to view the interwoven complexities of 
businesses, relationships, supply chains, 
and capital that thrust ever more innova- 
tion and competition into the global econo- 
my. The island has become one of the most 
important strategic players in the global 
technology sector, and as the authors 
point out, Taiwan’s story has brought it a 
great distance since the early 1950s when 
it broke from foreign aid and undertook a 
path of export-driven growth. 

If we were to look at Taiwan for insight 
into the challenges of globalization, both 
globally as well as in our relationship with 
China, what lessons can we learn through 
Taiwan’s experiences and prospects for its 
future? Over eight independent but inter- 
connected chapters—utilizing extensive 
‘data from a number of case studies—the 
authors spend some very useful time an- 
swering that question, looking at why glo- 
balization is evolving so rapidly, and at 
why it’s so imperative that Taiwan com- 
panies themselves continue to evolve. 

Global Taiwan contains extensive dis- 
cussions on Taiwan’s role in outsourcing— 
an issue that is, of course, hugely relevant to 
both the benefits of a globalized economy as 
well as to the angst it produces. Dedicated 
companies, in Taiwan’s case original equip- 
ment manufacturers and original design 
manufacturers (OEMs/ODMs), ‘in essence 


provide a pooled platform for the produc- 
tion of devices for U.S., European and Japa- 
nese companies. The outsourcing process 
provides companies with shared risk and 
reduced capital outlays for production, al- 
lowing them to focus on the higher margin 
service and innovation side. It is a model 
that has proven successful not only for com- 
panies like Dell, HP, Sony and others, but 
for Taiwanese producers as well. 

Nevertheless, the question remains if 
this is a sustainable model for Taiwan. The 
fact is that the island’s economy—while dy- 
namic, nimble and competitive—has failed 
to produce companies of the pedigree of 
Samsung, Sony and Infosys. Real long- 
term value and wealth creation is held in 
ownership of intellectual property (P), not 
in the production of other companies’ IP. 
The authors do a fine job of analyzing this 
failure to date by Taiwan to produce com- 
panies with myriad 1p and globally recog- 
nized brands. 

The book rightly raises a flag of caution 
over the percentage of overall investment 
capital flowing from Taiwan into China, 
while recognizing the allure of the mar- 
ket and the short-term benefits to Taiwan 
corporate profitability. They see the need 
for Taiwan to diversify its investment hab- 
its and balance its interests globally, which 
fits neatly with the current debate raging 
in Taiwan over China investment and the 
levels of economic integration that should 
be deemed healthy. 

The authors state correctly that Taiwan 
faces an awesome challenge from China 
focused on initial movement of low-end 
manufacturing followed by an increas- 
ingly robust flow of industry up the value 
chain. However, I do feel that this issue 
is somewhat overstated. Taiwan’s low- 
end manufacturing businesses that have 
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relocated to the mainland are competing 
with Chinese businesses under the same 
cost structures. The difference maker 
then becomes corporate intangibles such 
as relationships, customers and supply 
chain management, areas at which Tai- 
wan companies excel. China’s Ministry of 
Commerce states that seven of China’s top 
10 exporting companies are subsidiaries of 
Taiwanese companies. 

The dire case for Taiwan, outlined over 
several chapters, seems to presume that 
Taiwan will stand still while China con- 
tinues to grow, innovate and expand. The 
Taiwan economic miracle suggests that 
it will not stand still. Indeed, there are 
few business communities in the world 
more adept at dealing with change than 
Taiwan’s. 

Taiwan can compete with China at the 
higher end of the value chain simply by fo- 
cusing on research, development, design, 
and superior intellectual property rights 
QPR) protection. This is the cornerstone 
of Taiwan’s future, and companies like 
Acer are making a genuine attempt to con- 
struct global brands, spinning off its 0EM 
businesses to focus its core business on re- 
search, development, marketing and cus- 
tomer service. While Taiwan has myriad 
areas that need further strengthening, we 
have reached a point where the domes- 
tic voices within Taiwan are increasingly 
shouting louder than the external forces for 
stronger IPR protection, and this is encour- 
aging. Taiwan needs to go much further to 
create a long-term critical advantage over 
China in this area. To do so would ensure 
that companies from around the world will 
view Taiwan favorably as an investment lo- 
cation for the development of the next gen- 
eration of products, and allow Taiwan to 
remain a key player. 

The book does discuss in depth a ba- 
sic but hugely important area that Taiwan 
continues to overlook, but that could play a 
critical role in its drive to remain competi- 


tive with China, namely the organization of 
human capital. The lack of an interwoven 
architecture between executive and legis- 
lative branches of government, think tanks, 
educational institutes, leading technology 
companies and the investor community 
deprives Taiwan of better communication 
and coordination on its future needs. The 
frenzied nature of the present domestic po- 
litical environment is undermining pockets 
of very real excellence, ensuring that Tai- 
wan’s long-term prospects are more chal- 
lenging than they should be. 

Taiwan, of all global economies, is more 
vulnerable not just to the economic chal- 
lenge of China’s increasing strength, but 
also to the use of that strength to produce 
political deliverables. At a time when the 
future of wTo’s Doha Round is debatable, 
there has been an explosion of bilateral 
and regional multilateral trade deals in 
Asia. What impact are these deals going 
to have on globalization and on Taiwan? 
This is particularly important because 
China is increasingly using its economic 
clout to press its regional partners politi- 
cally and objects to other economies sign- 
ing trade deals with Taiwan. 

If Taiwan is economically marginal- 
ized as a consequence of these trade deals, 
what impact will that have on its ability to 
remain a strategically important partner to 
global companies? China would both keep 
Taiwan investment unhealthily focused 
on China (helping with China’s domestic 
development), while ensuring that the po- 
tential for any perceived political benefits 
from bilateral and regional multilateral 
trade deals is zero. This is an important 
area that the authors do not spend enough 
time considering. 

This book does an excellent job of draw- 
ing on a number of case studies to discuss 
the important issues that will affect not 
only Taiwan’s future but that will also have 
an impact on the global economy. As the 
study is already over 18 months old, it does 
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feel somewhat dated in areas, which under- 
mines certain aspects of the analysis, and it 
also presents a picture of Taiwan’s future 
as somewhat grimmer than the past sug- 
gests. The authors were clearly impacted by 
the downturn in Taiwan over that period, 
which also saw much hand ringing over the 
island’s future. Nonetheless, the book is a 
useful source for those interested in a deep- 
er understanding of the forces of globaliza- 
tion and one of the world’s most successful 
economies over the last 50 years. 


GOVERNMENT CAPACITY AND THE 
HONG KONG CIVIL SERVICE 
by John P. Burns 
Oxford University Press, 468 pages, 
$24.95 


. or 
Reviewed by FRED ARMENTROUT 


F THIS BOOK were written in the 
days of Sir Arthur Conan Doyle it 

might have been titled The Case 
of the Honestly Inefficient Government. 
Professor John P. Burns, chair profes- 
sor of politics and public administration 
at the University of Hong Kong, picks 
through the enormous, costly and polit- 
ically important entity that is the Hong 
Kong Civil Service using the academic 
research notion of “state or government 
capacity” as his magnifying glass. High 
capacity is associated with bureaucracies 
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Taiwan is vulnerable not just to the economic challenge of 
China’s strength, but to the political use of that strength. 








that are competent, committed, and co- 
herent, and where bureaucrats have high 
integrity and social prestige, according to 
Mr. Burns. 

After two decades of uninterrupted 
double digit growth, similar to the pace 
of the territory’s economic expansion, 
Hong Kong’s civil service peaked in size 
in 1991-92 at almost 200,000 positions, di- 
vided into over 400 different grades. By 
the next decade, personnel expenses con- 
sumed 31% of government expenditure, 
which Mr. Burns says was only the tip of 
the proverbial iceberg: 


To this must be added the personnel-re- 
lated expenses of the vast subvented sec- 
tor that includes the universities, schools, 
social welfare agencies, NGOs, and so 
forth, which in 2001-2 took an addition- 
al HK$67.4 billion [$8.6 billion], or 34%. 
Thus by 2001-2, personnel-related expens- 
es of the civil service and the subvented 
sector combined consumed nearly 70% of 
total government recurrent expenditure. 


By comparison, the entire United King- 
dom’s civil service totaled 490,240 people 
in 2002. It is the general absence of such 
comparative statistics and other refer- 
ence points across cities or countries that 
keeps Mr. Burns’s focus hermetically sealed 
within the complex matrix of Hong Kong’s 
personnel policies and local politics. How 
does it fare in size, cost and in its “ability to 
perform appropriate tasks effectively, effi- 
ciently, and sustainably,” (his definition 
of how to measure government capacity) 
against cities of comparable size (seven mil- 
lion to eight million people) such as London 
or New York for instance? 

Many of the failures or contradictory 
dynamics of Hong Kong’s civil service are 
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actually endemic to all large, urban civil 
services, and not entirely local idiosyn- 
crasies. 

A case in point is his noting that gov- 
ernment has identified five key results ar- 
eas for the civil service, in place since 1998: 
modernized management, appropriate staff 
capacity, results-oriented organization cul- 
ture, high integrity, and good staff rela- 
tions. Each year, initiatives toward defined 
targets have been introduced and led by 
different agencies. But the policy objective 
of these exercises—that the civil service be 
“trustworthy, efficient and serves the needs 
of the community”—cannot be achieved by 
a single government department. This re- 
quires a combined effort of the entire ser- 
vice. Mr. Burns concludes that: 


Therefore, no one department or agen- 
cy can be held responsible for failing to 
achieve the objective. To be sure, this is 
in keeping with the practice of identifying 
program areas that cut across institution- 
al boundaries. But it makes it impossible 
to hold any individual or department ac- 
countable for not achieving the objective. 


This complaint echoes those that arise as 
an annual chorus, at budget-setting times 
of urban civil services around the world or 
when preventable catastrophes occur. 

Mr. Burns does however allude to in- 
ternational comparisons based on ratings 
done by Transparency International and 
the World Economic Forum, that consis- 
tently rank Hong Kong’s competitiveness 
highly due in part to the comparative in- 
tegrity ofits civil service, on both Asian and 
world scales. 

Mr. Burns gives full points for that, but 
parses out a peculiar disjunction between 
steering clear of criminal corruption inter- 
nally and delivering responsive services to 
the community: “I argue that although the 
Hong Kong civil service has come to val- 
ue integrity (especially in terms of corrup- 
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tion-free), the civil service in practice has 
not particularly valued performance,” he 
contends. This explains why The Case of 
the Honestly Inefficient Government might 
have been an alternative title. 

“Iam interested in how the Hong Kong 
civil service actually behaves,” notes Mr. 
Burns, and his book looks closely at its be- 
havior through two lenses, one political 
and one managerial. He looks at political 
issues that create the context of operations 
and compares the inherited colonial condi- 
tions of the pre-July 2002 era, with those 
changed under the “accountability sys- 
tem,” introduced by then Chief Executive 
Tung Chee-hwa at that time. For most of 
Hong Kong’s history, career civil servants 
held top government jobs and fiercely re- 
sisted attempts to hold them accountable 
for policy blunders. In July 2002, that par- 
adigm was meant to change. 

He tests “accountability” by looking 
at six highly contested cases wherein the 
Legislative Council attempted to impose 
sanctions on government civil servants 
and/or ministers—three before Mr. Tung’s 
accountability system came into force and 
three afterward. Those before 2002 were: 
glitches at the opening of the new airport; 
a decision not to prosecute a prominent 
newspaper magnate for fraudulent circu- 
lation claims; and the “short piling” public 
housing projects scandal. Afterward came: 
the “penny stocks” case; the “Lexus-gate” 
car purchase scandal involving Former Fi- 
nancial Secretary Antony Leung; and the 
famously failed attempt to introduce the 
“Article 23” National Security (Legislative 
Provisions) Bill. 

Mr. Burns notes that in only one of the 
six cases was there even an attempt made 
to sanction government officers, and that 
was a formal written rebuke of the finan- 
cial secretary by the chief executive, call- 
ing what he’d done “gross negligence” and 
a breach of his code of service and “highly 
inappropriate” as a principal official. 
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While Hong Kong’s civil service has come to 


value integrity, it doesn’t particularly value performance. 





In Mr. Burns’ view, neither Mr. Tung’s 
letter nor Mr, Leung’s subsequent public 
statement of contrition constitute imposi- 
tion of a sanction, and says the financial 
secretary emerged “virtually unscathed” 
from the incident. He explains; 


„Hong Kong’s undemocratic political sys- 
tem means that the consequences of such 
public acts of contrition are relatively in- 
significant, Because political appointees 
are not elected to-office by universal suf- 
frage and do not require the support of 
any others who are, making public apolo- 
gies and accepting formal criticism may 
have relatively little impact. 


Until July 2002, the inherited state ap- 
paratus of Hong Kong was relatively au- 
tonomous from society and government 
operated without the constraints of a ruling 
class, politicians or the business communi- 
ty, asserts Mr. Burns. Without the incubus 
ofa colonial administration and somewhat 
weakened by the shift of policy-making “ac- 
countability” to political appointees, senior 
civil servants have spent much of the post- 
handover period feeling flayed and flum- 
moxed by a public and legislature whose 
motives they cannot comprehend. 

On the other hand, the public compre- 
hends all too well that Former Chief Ex- 
ecutive Tung’s “executive accountability” 
system was just that: a system designed to 
assist him and not at all intended to account 
for his actions or those of the civil service to 
the public. The culmination of this search 
for postcolonial accountability finally came 
in the form of half a million people taking 
to the streets over government’s gruff ef- 
forts to drive through national security leg- 
islation, which resulted in the public’s only 
clear success in causing its government to 


take note, forcing indefinite withdrawal of 
the offending legislation. Not a desirable 
way to run a “high capacity” government. 
“In this case, colonial-era-type consultation 
was no substitute for democracy,” notes Mr. 
Burns wryly. 

Part two of the book looks at the inter- 
nal drivers of the service, such as staffing, 
efforts to introduce modern “performance 
management” techniques, compensation, 
and participation of staff associations or 
public sector trade unions in civil service 
management. 

Mr. Burns’ measures of success or failure 
are broken down within chapters into care- 
fully researched and quoted enunciations 
of official policies of government and civil 
service codes that are then dissected and 
compared to records of actual practice. Re- 
sults affirm a civil service locked politically 
and functionally in a self-interested protec- 
tion of the colonial status quo, wherein pro- 
motion and responsiveness to peer pressure 
are the operative management values in the 
culture, not efficient performance of duties 
or public approval. As Mr. Burns puts it: 


The organization cultures of the Hong 
Kong government fit comfortably with 
utility maximizing behavior. Although 
many civil servants may believe that they 
should be rewarded for their performance, 
they also believe in apparently large 
numbers that the existing compensation 
system (which is position and not perfor- 

- mance based, and which has rewarded 
them generously) should be maintained. 
In pursuit of their own utility, not surpris- 
ingly civil servants have strongly resisted 
compensation reform. 


Donald Tsang, former chief secretary, 
is now the man “with the handshake” 











| Reviews | 69 | 


www.feer.com . 


of mainland authorities and so already 
anointed by most of the 800 members of 
the Election Committee as the one they 
will elect from their “small circle” to be 
the next chief executive. Among his first 
public policy platform statements to the 
press in Hong Kong was to declare that 
there would be no reduction in the size or 
pay of the civil service during his two-year 
term. Small wonder, Mr. Tsang is a lifetime 
civil servant, as was his brother, the for- 
mer police chief, and the most often cited 
rationale for his being chosen by Beijing 
‘for the new job is how well he understands 
the workings of the civil service. 


PERILS OF DOMINANCE: 
IMBALANCE OF POWER AND THE ROAD 
TO WAR IN VIETNAM 
by Gareth Porter 
University of California Press, 

368 pages, $27.50 


Ano 
Reviewed by STEPHEN J. MoRRIS 


WO KINDS OF history books make 
a knowledgeable reader sit up and 

pay attention. The first tells us 
something factually new about a subject. 
The second offers a radically new inter- 
pretation of old facts. Gareth Porter claims 
to do both. 

The author, it must be noted, has a radi- 
cal left-wing pedigree, and the book’s dust 
jacket is adorned with promotional blurbs 
from historians of the far left, such as Wal- 
ter LaFeber and Marilyn Young, as well 
as the tireless Narcissus, Daniel Ellsberg. 
Yet Mr. Porter’s book is not written from 
a Marxist perspective, and has attracted 


ex Mr. Morris is a fellow at the Johns Hopkins 
University School of Advanced International 
Studies, and author of Why Vietnam Invaded 
Cambodia (Stanford, 1999). 


effusive praise from noted Columbia Uni- 
versity political science professor, Robert 
Jervis, who is not from the political left. Mr. 
Jervis describes Mr. Porter’s book thus: 


The most important contribution to our 
understanding of the war in Vietnam since 
the Pentagon Papers. I am not exaggerat- 
ing or speaking for effect. Porter challeng- 
es—by and large successfully—most a the 
accepted views. 


What could command such a recom- 
mendation? Mr. Porter’s book is about the 
origins of U.S involvement in Vietnam. Itis 
written in an academic style that will not 
appeal to the general reader, and makes 
frequent reference to “realist” interna- 
tional relations theory that will inter- 
est only a small minority of the academic 
world. But it lays claim to an originality of 
interpretation. 

Most historians of the Vietnam War 
explain the decision by the U.S. to inter- 
vene in Vietnam in terms of the Cold War 
doctrine of containment of communism— 
whether they consider that decision wise 
or unwise. The conventional thinking is 
that the U.S. feared a communist victory in 
South Vietnam because ofa perceived like- 
ly domino effect, by which the fall of South 
Vietnam would likely lead other Southeast 
Asian nations to succumb to communism, 
either through external attack or internal 
subversion. Many historians also focus on 
the difficulties of presidential decision- 
making on Vietnam and Laos in the con- 
text of conflicting counsel from disparate 
advisers over whether to use military force 
and what kinds of force to use. 

Mr. Porter rejects all of these estab- 
lished views—for him, the American in- 
tervention took place not because of fear 
of communism. According to Mr. Porter, 
the balance of global power was not equal 
between the U.S. and the communists, but — 
massively in favor of the U.S. Contrary to 
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One consistent underlying defect is Mr. Porter’s reliance 
on Vietnamese Communist Party histories as evidence. 





popular belief, its main adversaries, the 
Soviet Union and China, were more inter- 
ested in appeasing the U.S. than challeng- 
ing it, and American presidential advisers 
knew all this. 

Moreover, Mr. Porter argues, the North 
Vietnamese were innocent victims of U.S. 
aggression. From the beginning, they were 
reacting to American-sponsored oppres- 
sion of southern communists. They were 
interested in a compromise political set- 
tlement of the conflict, involving a non- 
communist neutralist government, and 
they wanted to achieve this politically, not 
through a military victory. Hanoi, Mr. Por- 
ter asserts, made overtures for such ends 
which the U.S. rebuffed. In other words, 
the U.S. was the aggressor and initiator 
of war in Vietnam. Furthermore the U.S. 
went to war in Vietnam because it could. 

Mr. Porter proposes a novel theory of 
presidential power: Each president was 
not the final independent arbiter of these 
momentous foreign policy decisions, but 
instead the prisoner of an independent 
“national security bureaucracy” which 
pressured him to use force against his bet- 
ter inclinations: 


Neither Kennedy nor Johnson had full 
control over Vietnam policy because the 
national security bureaucracy acted as an 
independent power within the U.S. gov- 
ernment with the right to pressure the 
president on matters of war and peace. 


This notion of an unelected bureaucrat- 
ic power center running foreign policy is 
meant to be analogous to the current situ- 
ation of U.S. policy towards Iraq, in ref- 
erence to which many critics today speak 
of a “neoconservative cabal.” According to 
Mr. Porter the U.S. decision to go to war 





in Iraq was also driven by an imbalance of 
power favoring it. 

This interpretation of the Vietnam War 
is certainly novel. But novelty is not valu- 
able in itself if not based on strong em- 
pirical evidence, or if it rests on faulty 
arguments. So does Mr. Porter’s interpre- 
tation have a strong empirical and logical 
foundation? 

Let us start in reverse order with his 
theory of U.S. foreign policy decision- 
making. Who exactly constitutes this ne- 
farious “national security bureaucracy?” 
Mr. Porter never defines it. Most analysts 
would include the National Security Coun- 
cil, the entire Defense Department, at least 
the analytical division of the CIA, and at 
least the intelligence bureau of the State 
Department, and perhaps the regional sec- 
retaries of that department as well. 

But Mr. Porter seems confused about 
this. It seems at times that this “bureaucra- 
cy” in his mind is nothing more than some 
of the elite inner circle of presidential advis- 
ers—for instance in the period of President 
Johnson, Robert McNamara, McGeorge 
Bundy and Dean Rusk. For Mr. Porter tells 
us that the cia analysis of the threat posed 
by North Vietnam was always at variance 
with the counsel of the above-mentioned 
gentlemen. So too was the analysis of Wil- 
liam Bundy and his State Department un- 
derlings upon his assumption of the post 
of assistant secretary of state for East Asia. 
Robert McNamara, McGeorge Bundy and 
Dean Rusk? Some “bureaucracy”! 

Equally important, one is compelled 
to ask on what basis can the elected U.S. 
president be considered a tool of a “pres- 
sure group” made up of the very advisers 
he has appointed, all of whom serve at his 
pleasure? Neither evidence nor logic sup- 
port this utterly fanciful hypothesis. 
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What then do we make of Mr. Porter’s 
theory of why the U.S. became involved in 
Vietnam? Let us assume, for argument’s 
sake, that his hypothesis of a preponder- 
ance of U.S. military power in the world 
during the 1950s and 1960s is true. Does it 
make sense that this preponderance was 
the primary reason for military interven- 
tion? If so, the question of “why Vietnam?” 
is left unanswered. Why not Canada or 
Saudi Arabia? Why not Gaullist France or 
Nasserite Egypt? They were far more eco- 
nomically and politically important places 
for the U.S. to establish its political dom- 
ination than Vietnam. And they would 
have been more susceptible to America’s 
conventional military might. 

The correct answer is of course that the 
balance of power provides merely a condi- 
tion, not a reason, for action or inaction. 
But so eager is Mr. Porter to dress up his 
work with the trappings of a political sci- 
entist’s theory, that he abandons the logic 
of comprehensive historical analysis. 

The reasons for, rather than the condi- 
tions facilitating, U.S. foreign policy deci- 
sions, have to do with the behavior of other 
nations. And here we see the fundamen- 
tal failure of Gareth Porter as a historian. 
He neglects to`note that the U.S. became 
deeply involved in support of the French in 
Indochina in the summer of 1950, after the 
communist instigation of uprisings in Ma- 
laya, Burma and the Philippines in 1948, 
after Mao’s conquest of China in 1949, af- 
ter the Soviet Union and China began their 
massive support for the Vietnamese com- 
munists in January 1950, and after North 
Korea invaded South Korea in June 1950. 
Revealing that sequence of events would 
undermine his thesis that it was the U.S. 
which began an aggressive war against 
the Vietnamese communists, and that the 
major U.S. decisions on Vietnam had no 
connection to the Cold War. Obviously, the 
Cold War had everything to do with Amer- 
ica’s decision to intervene. 


Similarly with his account of the ori- 


„gins of the second Indochina war. His en- 


tire account of North Vietnam’s motives 
and actions are nothing more than a stale 
rehash of old arguments that Hanoi itself 
has publicly presented. And they are de- 
monstrably wrong. 

Take for example the issue of who ac- 
tually started the war in South Vietnam. 
Hanoi always controlled the communist 
movement in the South. Violent insur- 
rection in the south did not begin with 
the formation of the National Liberation - 
Front in 1960, as Hanoi and Mr. Porter 
would have us believe. It began in the mid 
1950s with the campaign of political as- 
sassinations undertaken by the commu- 
nist cadres, euphemistically described by 
Mr. Porter, following Hanoi, as a “politi- 
cal struggle.” These acts of political ter- 
rorism constituted violence on a smaller 
scale than that of organized military for- 
mations. But they were acts of insurrec- 
tion nonetheless. Hiding acts of terror 
behind Orwellian terminology like “politi- 
cal struggle” is what totalitarian parties do 
to confuse their victims, It is not an act of 
deception that any honest scholar should 
be complicit in. 

One consistent underlying defect in Mr. 
Porter’s scholarship is his reliance upon 
published Vietnamese Communist Party 
histories as credible evidence of Vietnam- 
ese leaders’ actual intentions, motives or 
actions. He does not seem to grasp that 
such sources are meant as retroactive 
justifications for past actions, not honest 
analysis. This element of his writing goes 
back more than three decades, and is con- 
nected to his political sympathies. 

Thirty-three years ago in a monograph 
published by Cornell, Mr. Porter indicat- . 
ed his sympathy for Vietnamese commu- 
nism: 


Two generations of Americans have been 
led to believe that revolutionaries guided 
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Gareth Porter’s book is so deeply flawed 


that no scholarly reader should take him seriously. 





by Marxist-Leninist concepts must be fa- 
natical and cruel. Many Americans tend 
to accept that stereotype in total igno- 
rance of the real nature of the Vietnamese 
revolution...That same stereotype which 
belittled the intelligence, the patriotism 
and the humanity of the Vietnamese com- 
munist movement also made it easier for 
Americans to assume that it was no match 
for American economic and military pow- 
er. It should now be clear that the U.S. can 
delay but cannot ultimately avoid coming 
to terms with the Vietnamese revolution. 
The abandonment of the crudely distorted 
Portrayal of the Vietnamese communists 
still prevalent in the U.S. should be the 
first step in that process. 


In pursuit of his assumptions stated 
above, Mr. Porter began his political-aca- 
demic career with another novel mission: 
attempting to refute the evidence of mass 
murder by the Vietnamese and Cambodi- 
an communists in both war and peace. 

During the 1950s the Vietnamese com- 
munists, under the supervision of Chi- 
nese communist cadres, had carried out a 
Maoist reign of terror, under the guise of 
“land reform,” in zones of North Vietnam 
, under their control. Tens of thousands 
of innocent Vietnamese civilians died in 
what ranks as the greatest single atroci- 
ty and state crime in Vietnamese history. 
The U.S. government cited this event as a 
reason why it should not abandon South 
Vietnam. In the 1972 Cornell monograph, 
entitled The Myth of the Bloodbath: North 
Vietnam’s Land Reform Reconsidered, he 
argued that there had been no commu- 
nist policy of mass murder during the so- 
called “land reform” campaign, and that 
hundreds, not tens of thousands, had died, 
mostly by mistake. Mr. Porter’s sourc- 
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- es were Communist Party histories pub- 


lished in Hanoi. 

In subsequent years the original story 
of the massacre—which had been report- 
ed by reputable Vietnamese writers and 
refugees from North Vietnam—was con- 
firmed by Chinese historians, by Viet- 
namese communist defectors and by the 
memoirs of other Vietnamese. These ac- 
counts thoroughly repudiate Mr. Porter’s 
1972 publication. But despite the fact that 
he has read many of these more recent 
accounts and quotes their authors as reli- 
able sources in his writings on other top- 
ics, he has ignored their refutation of his 
published account of the “land reform” 
terror. 

From denying mass murder by the Viet- 
namese communists it was only a short 
step to denying the atrocities of the Khmer 
Rouge. In 1976, Mr. Porter was co-author 
of a book on Cambodia under the Khmer 
Rouge entitled Cambodia: Starvation and 
Revolution, published by the Marxist 
Monthly Review Press. In it he wrote: 


U.S. and government and news media 
commentary ... have gone to great lengths 
to paint a picture of a country ruled by ir- 
rational revolutionaries, without human 
feelings, determined to reduce their coun- 
try to barbarism...This study is aimed at 
setting the record straight on these cru- 
cial events. 


Mr. Porter argued that there was no de- 
liberate policy of mass killing by Pol Pot’s 
regime and that the Khmer Rouge had 
only depopulated the cities of Cambodia 
in order to facilitate the people’s access to 
food. In May 1977, when a U.S. House of | 
Representatives subcommittee held hear- 
ings on human rights in Cambodia, Mr. 
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Porter was one of those called to testify. 
He told the subcommittee: 


But the notion that the leadership of Dem- 
ocratic Kampuchea adopted a policy of 
physically eliminating whole classes of 
people, of purging anyone who was con- 
nected with the Lon Nol government, or 
punishing the entire population by put- 
ting them to work in the countryside af- 
ter the “death march” from the cities, is a 
myth fostered primarily by the authors of 
a Readers’ Digest book... 


Mr. Porter’s views on the Khmer 
Rouge are not only contradicted by abun- 
dant evidence available today. They were 
at variance with the testimony of refu- 
gees available at the time he wrote. Yetin 
three decades there has been no apology 
from Mr. Porter for denying the Khmer 
Rouge holocaust. 

The Vietnamese “land reform” terror 
and the Cambodian holocaust are mere- 
ly the two most famous examples of Mr. 
Porter’s disgraceful scholarship. He has 
also denied that the cold-blooded mur- 
der of thousands of Vietnamese civilians 
in Hue during the Tet Offensive of 1968 
was the calculated plan of the Vietnam- 
ese communists. 

Also, in 1980 he wrote an article deny- 
ing that the pogrom of Vietnam’s ethnic 
Chinese minority, undertaken by the Viet- 
namese Public Security Bureau, resulting 
in the deportation of hundreds of thou- 
sands of “boat people,” was ever instigat- 
ed by Hanoi’s leaders. Mr. Porter ignored 
voluminous refugee accounts and blamed 
the refugees’ displeasure with “socialist 
transformation,” as well as the Chinese 
government. 

Gareth Porter’s Perils of Dominance is 
so deeply flawed that no scholarly reader 
should take him seriously, let alone gush 
over his amazing misconceptions. All the 
more so since Mr. Porter’s extensive re- 


sume of being wrong about great histori- 
cal events in Southeast Asia is a matter of 
public record. Too bad some of America’s 
more prominent academics and publish- 
ers didn’t check that record before buying 
such damaged goods. 


THE LOST EXECUTIONER 
by Nic Dunlop 
Bloomsbury, 326 pages, $31.50 


D> 


Reviewed by RON GLUCKMAN 


Jj ROM THE DEPRESSING gloom 
that perpetually hovers over 
im Cambodia comes yet another 
book about the unfathomable cruelty of 
the Khmer Rouge, but one that, at least, 


does not try to explain the savage orgy of 


. killing that prompted the world to consid- 


er aterrifying new concept—autogenocide, 
the extermination of one’s own people. 

Nic Dunlop, an Irish photographer who 
spent much of his career in Cambodia, has 
many questions, and considerable insights 
to the madness. Yet, he takes a novel ap- 
proach, focusing on one principal in the 
nightmare that came to be known as the 
Khmer Rouge. His subject is Comrade 
Duch (pronounced Doik), the mysterious 
commander of S-21, a secret prison camp 
the likes of which the world has—thank- 
fully—rarely seen. Some 20,000 men, 
women and children were dispatched to a 
former school in Phnom Penh also known 
as Tuol Sleng (and still today, as amuseum 
to the Cambodian holocaust); only seven 
walked out alive. 

The rest were brutally tortured, then 
dispatched to the infamous Killing Fields, 
where they were clubbed to death by direct 
order of the mysterious Duch, of whom 


œ~- Mr. Gluckman is a free-lance journalist based 
in Bangkok. 
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Of the 20,000 men, women and children 
dispatched to Tuol Sleng, only seven walked out alive. 





the world knew nothing, not even his true 
name. After the fall of the Khmer Rouge, 
Duch disappeared, seemingly burying the 
secrets of S-21 as effectively as its tens of 
thousands of victims. Until Mr. Dunlop 
caught his scent. 

Mr. Dunlop would seem an unlikely 
angel of accountability. He was not yet 10 
years old when the Vietnamese invaded 
Cambodia, ending the brief but incompa- 
rably cruel Khmer Rouge reign. Some two 
million Cambodians were put to death, a 
full third of the population. Included were 
, Virtually all doctors, lawyers, teachers, 
even students. In percentage terms, he 
writes, the genocide was worse than that 
wrought by the Nazis and the Rwanda re- 
gime combined. 

Others have recounted the madness, 
much earlier and in greater detail. David 
Chandler has practically made a career 
out of documenting Cambodia’s trage- 
dy, while journalists from John Pilger to 
Elizabeth Becker have produced insightful 
books. Mr. Dunlop’s approach is different 
from these writers, partly because he’s a 
photographer. At times, his style lacks so- 
phistication. Yet, there is a freshness to 
the rough approach of someone whose 
career has been spent capturing images. 
He can be raw, crude, but brutally evoca- 
tive. Talking to former Khmer Rouge who 
joined as student idealists only to suffer 
greatly in the intellectual purges later, a 
woman recalls a younger brother, killed by 
the Khmer. “He once told me, you can talk 
about the Khmer Rouge, but you cannot 
cry.” Why not, I asked. She paused, “be- 
cause there would be no stopping.” 

Ultimately, what makes this book 
unique isn’t the story of how Mr. Dunlop 
tracked down, unveiled and reported the 
confession of Cambodia’s Lost Execution- 


er. All thrilling details, to be sure. But at 
its essence, this isn’t so much a book about 
Cambodia, or the evils that occurred un- 
der the Khmer Rouge, or why (although 
all of this eats Mr. Dunlop, filling the pag- 
es). Rather, it’s a tale of a tiny country that 
grabs the attention of aman from the other 
side of the globe, becoming his obsession. 
Rather than detective story, it’s one of self- 
discovery. In an interview, Mr. Dunlop ex- 
plains: “The Khmer Rouge represented the 
first time, as a child, I realized how horri- 
ble the world really was.” Duch represents 
his own heart of darkness. 

Mr. Dunlop was initially keyed to the 
chase by a series of photographs, stark, 
grim portraits of every person who passed 
through S-21. These were taken by Neim 
Ein (among many subjects that Mr. Dun- 
lop tracks down, and interviews), sent to 
China to train to capture the images of all 
who were, Mr. Dunlop writes, “processed 
before being smashed to bits.” The photos 
were eventually collected in a book, ex- 
hibited at New York’s Museum of Modern 
Art, and remain haunting reminders hang- 
ing at S-21, now the genocide museum in 
Phnom Penh. 

The pictures provide one thread of the 
book, yet it contains only three photos. 
One was carried by Mr. Dunlop in his wal- 
let for over a decade, allowing the author 
to unmask Duch by coincidence in a refu- 
gee camp in 1999. Amazingly, one of the 
world’s worst killers was working under a 
new identity as an aid worker. 

Remarkably, this astonishing scoop 
isn’t the end of the story. Mr. Dunlop does 
a credible job of not only of tracking down 
Duch, but also detailing his early life, from 
privileged youth to dedicated school teach- 
er, like many senior Khmer Rouge. What 
he cannot explain is what turned the for- 
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mer teacher into torturer. 

Mr. Dunlop concedes a certain despair 
in the lack of resolution, not just in the case 
of Duch (currently in jail, among the only 
pair of prominent Khmer Rouge likely to 
face trial if the endlessly-discussed Cam- 
bodian tribunal ever takes place), but also 
in reconciliation for Cambodia. Mr. Dun- 
lop thinks that must take place for the sake 
of all the victims and human-rights work- 
ers who populate these pages. 

But there is also a lack of resolution for 
Mr. Dunlop himself, and humanity itself. 
The author is blisteringly unsympathetic in 
his views on the entire aid effort that spent 
then-tecord sums to solve Cambodia’s mis- 
ery, to little avail. He also writes venom- 
ously about the various political forces that 
funded and armed the Khmer Rouge, and 
kept them in power to kill longer. Nor is 

.he easier on himself, or his profession. “As 
I took pictures of the pictures,” he writes, 
“I realized I was participating in another 
person’s sufferings and vulnerability and 
exploiting their memory still further and 
for much more nebulous reasons.” 

“There is a need among photojournal- 
ists (myself included) to justify what we 
do,” he writes. In the end, he cannot. 

“Tt was at times like these, several years 
after Duch’s imprisonment, that I began 
to question my own role in his incarcera- 
tion and what purpose it has served other 
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than to shut him up. By seeking out Duch, 
confronting him and then publishing the 
contents of his confession with his pic- 
ture, I had naively believed that the truth 
about the killings would be made known, 
that a real justice would be forthcoming 
and other former Khmer Rouge brought 
to account.” 

None of that has happened, of course, 
and that remains a tragedy both for Cam- 
bodia and the concept of international ac- 
countability. All that we have to show for 
the chase then, is this book. Mr. Dunlop, 
who immersed himself in so much of Cam- 
bodia’s sorrow, may not think this much, 
but it’s a remarkable contribution. 


THE REVIEW’S DEFINITIVE LIST OF 
ASIAN TRAVEL BOOKS: SUMMER 2005 


way HAT TO READ on your summer 
W / V holidays? The July issue of the 
W Review will answer that ques- 

tion with a reading list of the best travel 
books on Asia. But first we’d like your in- 
put on the books you think should be in- 
cluded and why. So if there’s a travel book 
that aroused your wanderlust or you feel 
offers exceptional insights, email us at 
letters@feer.com. We will publish a selec- 
tion of readers’ comments. W 
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A DEADLY FLU READY TO STRIKE 
by David Lague 
Vol. 164, No. 22, June 7, 2001, Page 34 


| HE FEAR IS that when Hong Kong 
sneezes, the world catches the flu. 
The world’s leading influenza ex- 
perts are virtually unanimous in their sus- 
picion that Hong Kong will be close to the 
epicenter of the next pandemic of a conta- 
gion that swept the globe three times last 
century, most lethally in 1918-19 when a 
particularly vicious flu virus claimed up 
to 40 million lives. 

It is this lurking dread that history will 
repeat itself that lies behind the slaughter 
in Hong Kong this month of more than 1.2 
million chickens, the second mass cull in 
four years. “The chances of a pandemic 
are very high,” says Graeme Laver, a pro- 
fessor of biochemistry and molecular biol- 
ogy at the Australian National University. 
“Whether the next virus will be a killer 
or just make people sick is not clear at this 
stage. If it does happen, it will almost cer- 
tainly come out of China.” 

Researchers believe that most influenza 
pandemics in recorded history originated 
in bird populations in southern China. So, 
when chickens in Hong Kong’s crowded 
markets begin to die from influenza as they 
did earlier this month, the death squads in 
rubber boots and protective clothing begin 
clearing out the cages in a bid to halt the 
infection in its tracks. 

Kennedy Shortridge, a professor of 
microbiology at the University of Hong 


= Mr. Lague, a former managing editor of the 
REVIEW, is now a staff correspondent for the In- 
ternational Herald Tribune. 


Kong is a leading influenza researcher. 
Like most researchers, he believes that 
teeming, tropical southern China, where 
man and domestic animals, particularly 
pigs and poultry, live in close contact, is a 
primary source of new influenza strains. 
These viruses are believed to then pass 
through Hong Kong and into the human 
population. “In a way, in Hong Kong we 
are a sentinel post,” he says. 

The city’s importance as a transship- 
ment centre for southern China’s boom- 
ing manufacturing industry is mirrored 
by its suspected role in exporting influ- 
enza around the world. Hong Kong has 
the world’s fifth busiest airport, so a new 
strain picked up from a cough on a crowd- 
ed subway could reach another continent 
within hours. 

Even slight changes in influenza vi- 
ruses each year take a serious toll on the 
sick, elderly or very young. In addition to 
contributing to thousands of deaths, the 
debilitating infection of millions imposes 
substantial economic losses on almost all 
communities. 

However, it is the potential for new, 
deadly viruses like those that caused the 
1918 pandemic and the less serious 1957 
and 1968 outbreaks that has the experts 
worried. 

So serious is the threat that the World 
Health Organization has drawn up a plan 
to deal with the next influenza pandem- 
ic. Alan Hampson, the deputy director of 
the wHo’s center for influenza research in 
Melbourne, says that it is the “enormous 
speed” at which influenza infections can 
travel that poses one of the biggest chal- 
lenges to public-health authorities. 

“In an ideal situation for a virus, you 
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can go from the first case to about a mil- 
lion cases in about a month,” he says. “Pan- 
demics have gone around the world and 
touched most parts within six months.” 

Despite widespread advances in public 
health and disease control, it appears that 
mankind is unwittingly giving influenza 
unprecedented opportunities to flourish 
and spread. “We have probably created 
a better environment for viruses,” Mr. 
Hampson says. “We travel more and trav- 
el en masse and our world is increasingly 
more urbanized.” yi 

The grim reality is that ari outbreak of 
a deadly new virus would probably over- 
whelm public-health defenses. In the 
worst case—that a virulent and deadly new 
virus similar to the 1918 influenza emerg- 
es—vaccines and new antiviral drugs will 
be unable to check the disease, at least in 
the early stages. 

It takes more than three months to 
prepare significant amounts of vaccine to 
counter a new influenza strain, according 
to industry specialists. 

The newest and most promising anti-vi- 
ral drugs, Glaxo-Wellcome’s Relenza and 
Tamiflu from Roche Holdings Ltd. and 
Gilead Sciences, which inhibit an enzyme 
crucial to viral reproduction, have proved 
effective when administered early in an 
infection. It is thought that they could also 
be effective in blocking infection if admin- 
istered as a preventative. 

“These drugs will almost certainly 
form the first line of defense against any 
new virus,” says Mr. Laver, a pioneer in es- 
tablishing that influenza strains infecting 
humans originate in animals. “However, 
it is perfectly clear that in the event of a 
new pandemic, they will be woefully in- 
adequate. Even a couple of tons would not 
go very far.” 

There is no evidence that the influenza 
virus that killed more than 700 chickens in 
Hong Kong markets this month has spread 
to humans or is even capable of infecting 
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humans, but the local authorities are tak- 
ing no chances. 

Hong Kong Secretary for the Environ- 
ment and Food Lily Yam told reporters the 
latest chicken cull was a “precautionary 
measure... endorsed by the World Health 
Organization.” 

Influenza viruses might rank low on the 
scale of life—they are basically a minus- 
cule bundle of genes wrapped in protein, 
so small that millions can fit on a pinhead— 
but they move in large numbers and are ca- 
pable of rapid change or genetic shifts that 
can catch immune systems unawares with 
sometimes deadly consequences. 

Their relatively primitive method of re- 
production—they essentially invade a cell 
and trick it into making new virus copies— 
also allows them to readily swap genetic 
information with other viruses. 

“Tt is because we have such a compre- 
hensive surveillance system that we were 
able to detect the presence of viruses in 
our markets and therefore to take corre- 
sponding action,” Ms. Yam told reporters 
on May 19. 

Allowing an infection to rage un- 
checked in the chicken population is clear- 
ly damaging to the poultry business. But it 
also increases the likelihood that the virus 
will mutate sufficiently to make a leap to 
humans. 

This is far from academic speculation. 
In March 1997, a virulent influenza virus 
struck chickens on a farm in Yuen Longin 
Hong Kong’s rural New Territories, near 
the border with the mainland. 

In humans, most influenza viruses at- 
tack the cells lining the respiratory tract. 
But in birds, they can attack other tissue. 
The 1997 version was plain nasty. After an 
incubation period of about six hours, the 
virus spread through the blood and tis- 
sues of the chickens. Soon the internal or- 
gans, including the brain, heart, lungs and 
kidneys, were bleeding. Experts say that 
within 48 hours the chickens had virtually 
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dissolved into a mass of bloody feathers. 

Two months later, a three-year old boy 
died in a Hong Kong hospital of lung, liver 
and kidney failure. Medical reports said 
his blood had coagulated in his arteries 
- and veins. 

Researchers were shocked when they 
discovered that it was a human strain of 
the avian virus that had killed the boy. 
This marked the first time that a strain of 
influenza had been observed crossing di- 
rectly from birds to humans. 

By October, 18 others had been similarly 
infected. By the time six of these patients 
died, the experts were thoroughly alarmed. 
With a mortality rate of one in three, this 
virus could have devastated human popula- 
tions had it been able to spread from person 
to person. Till then, it seemed that the new 
virus was only contracted through contact 
with infected birds or with their feces. 

There are three prerequisites for a viral 
pandemic in humans: A population with- 
out, enough exposure to develop immu- 
nity; sufficient virulence to lead to deadly 
disease; and the ability to jump easily from 
person to person. 

Fortunately, the 1997 virus scored only 
two out of three. However, experts spec- 
ulate that this could have changed if, say, 
it had remained in the human population 
long enough to gain the ability to spread 
through coughing or sneezing. 

In retrospect, Mr. Laver believes the 
1997 move to kill all chickens in Hong 
Kong could have averted a sweeping glob- 
al tragedy. “If that virus had learned to 
transmit between people, it would have 
been round the world and killed millions 
of people,” he says. 

Mr. Shortridge and his fellow research- 
ers believe that the vast domestic duck 
population in southern China is a reservoir 


Despite advances in public health, mankind is unwittingly 
giving influenza unprecedented opportunities to flourish. 


of avian influenza virus. This has probably 
been the case since ducks were first do- 
mesticated about 4,500 years ago. 

“What we have done is bring the viruses 
of nature onto our doorsteps,” he says. The 
theory is that these viruses shuffle genes 
with human influenza viruses when both 
types infect pigs, sometimes giving rise to 
anew virus that can infect humans. Analy- 
sis of viral genetic material suggests that 
this is what happened in the 1957 and 1968 
pandemics. 

_Mr. Shortridge and the wHo’s Mr. 
Hampson believe that surveillance, partic- 
ularly in China and Hong Kong, is a crucial 
tool in any effort to curb the emergence 


_ and spread of new viruses. Early detection, 


such as in the 1997 outbreak in Hong Kong, 
holds the key to saving millions of lives. 
“That is the only time in history that such 
an intervention has been possible,” says 
Mr. Hampson. 

However, there is less confidence among 
experts about the scope and effectiveness 
of surveillance in China, where the huge 
numbers of people and animals would chal- 
lenge the most well-equipped and funded 
monitoring effort. 

In the meantime, research continues on 
understanding the genetic changes that 
makes influenza such a formidable ene- 
my. There is no doubt that researchers are 
making headway in unraveling the secrets 
of influenza viruses, but much remains 
unknown, including why some viruses are 
readily transmitted and others are not. 

Even the leading experts are perplexed 


` about why suddenly, out of all the influen- 


za viruses in circulation, a dangerous strain 
can emerge. “If we have all these viruses in 
nature, why don’t we have a pandemic ev- 
ery year?” asks Mr. Shortridge. “Your guess 
is as good as miné.” m 
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Hawk and Songbird 


A MEETING WITH Ichita Yamamoto of Ja- 
pan’s Liberal Democratic Party started 
inauspiciously: “I don’t appreciate your 
magazine describing Japan’s bid for a per- 
manent seat on the Security Council as a 
‘comedy,” he opened, in a hostile voice. 
When we protested that Edward Luck’s 
essay in the May REVIEW characterized 
Japan’s quest as “quixotic” not “comedic,” 
Mr. Yamamoto leaned over and said in an 
equally sinister tone: “I was joking.” 
Later, after discussing the possibility of 
Japan going nuclear, Mr. Yamamoto dashed 
out of the room, coming back some minutes 
later with a CD. “I am a politimusician,” he 
explained, as he pressed the disc into our 
hands. His album, on the Toshiba EMI la- 
bel, contains two tracks: Reform Poem de- 
scribes a Japan that is no longer content 
with half-hearted reform; and Asia, a love 
song, calls for Japan to overcome historical 


and emotional problems of the past. Let’s 
hope Mr. Yamamoto’s Elvis-loving boss 
Prime Minister Koizumi is a fan. 


Goofy and the Gangsters 


DISNEY IS INCREASINGLY stuck between 
the rock of sensitivity to Asian customs 
and the hard place of Western political 
correctness. In Hong Kong, environmen- 
talists are enraged that the new theme 
park will serve shark’s fin soup at wedding 
banquets. Meanwhile, Tokyo Disneyland 
admitted that it hired an ultrarightist, ma- 
fia-linked firm to do its cleaning, Maybe 
the yakuza could control Hong Kong’s pes- 
ky protesters, and stop mainland Chinese 
visitors littering and spitting too. 


Contributions to Travellers’ Tales can be emailed 
to tales@feer.com. Read more Travellers’ Tales 
online at www.feer.com/tales. 


HARRY HARRISON ` 
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